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PREFACE " 

In Saptember 1977r^orathy Llnthlcum, a graduata ittdent at the 
vers i. ty of Ma ry-1 and , J dj ned the S ta te Boa rd for Commun i ty Col leges staff 
a^ an Intern to conduct the *f I rst compreheni i ve Statewi d^iWlalys is' of the 
dosts and benefits of Maryland's community col leges. This dodument repre= 
sents a Bummary of the culmination of her efforts.^ 

. In addition to the pwewide data descri bed in this report, individual 
impact studies were, compi led for each of the seventeen public community 
colleges In Maryland. A technical manual which contains instructions for 
updating information^ adding survey data, and using the completer models 
developed for this study has been made aval lable ito the, col leges .f Further, 
a document, available from the State Board for Commun I'ty Colleges, has been 
widely distributed. ^ ^ ^ . 

■ - ' - ) ' 

This study could not have been completed without the cooperation of 
many people at the colleges, especially the Institutional researchers and 
the business, of fleers* Their time and efforts are gratefully acknowledged. 
The State Board for Community Colleges was able to-^conduct this cost-trenef i t 
.analysis through.a grant from the Maryland State Department of Education, 
Division of Vocational^Technical Education. The help of two State Board 
staff members, James D* Tschechtelin for theoretical and technical assistance 
and Maxine J, Pope for manuscript preparation, was also instrumental in 
completing the report, ' \ ^ ^ 

^ ' ^ ^ '- - 

Finally, the State Board for Community Colleges appreciates the efforts 
.of Ms. Linthicum who 'completed this complex project on time with existi^ng 
data, in a highly professional manner, 



BrentvM, Johnson 
EKecutive Director 



ABSTRACT 



Cpmrnunity college advocates for a long time have alluded to the . 
benefits of a college to students and the community. The economic side 
Qt those benefits has been mentioned, but up to now quant f tat iv.e in- 
formation has not been available. This study .measures the short-iierm 
impacts of public cgmmunrty colleges in Maryland through a series of ■ 
cash-flow formulas and the long-term impacts to'students and the State, 
through-human capital theory. . 

Total direct and indirect expind itures attri butable to- the seven- • 
teen colleges in 1976-77 were almost $12^1 million. In addition the 
State received about $9 million from taxes paid by the faculty and staff 
from the federal government, and from taxes on business property allo- 
cable to college transactions. About 6,700 Jobs were also available be- ' 
cause of the colleges. 

In the human capital portion of the study,' average community collegi 
students m Marylana were estimated to recflve almost a 27 percent re- 
turn on their investments in higher education during their lifetimes 
The average rate of return for the social investment was about 15 percent 
At the present, investments in community college education Iji Maryland ^ 
appear to be sound for students, communities, and the State. 




KIM 



■ INTRODUCTION , _ . / 

The connTiunity col lege segment In ^Maryland has offered unprecedented access 
to hi ghar education. By lowering the cos^ of higher edtjcat ion to :'students and 
^.providing easy geographic accaii, the commynity colleges have op^ed the door - 
to higher education to many citizens who othen^flsf would not have been able to 
obtain any col lege education. ^ ' / "/ > 

The commuhity col leges have provided many benefits to the pec^le of Mary-^ 
* land, not only in terms of the value of the education provided to the students, 
bu^ also In" the diversity. of the i nst'i tutlons themselves; These benefi tl and 
their associated costs have been ^1 dent i fled in general terms, but.no one has. 
evir asslgnerf numerica) values to them. The quantification of thfese benefits^ 
and their associated costs could be a useful tool in making decisions about the 
future direction and priori ties 'of the^conmunrty college, system, The\problem 
addressed In this study is the identPf icatlon of those economic benefits and 
costs generated by Maryland's community colleges, . ^ 

What Is cost-benefit analysis? 

Cost-benefit analysis is a technique for making decisibns within a.frame-^ 
work that has a wide range of considerations^ including those which are politi- 
cal or social. In simple terms, It If y way of comparing all costs with all 
benefits. As a forma 1 techn I que , cost-benefit analVsU In the United States ^ 
dates back, to the early part of the 19th century* Since then techniques have 
improved, and cost-benefit analysis has spread to many fields. ' 

Because cost-benef i t analys i s = J s der 1 ved from the field of economics, 
many equate the process withnumbers, dollars, and cents. While a cost-^benef 1 1 
study can be Just as useful in measuring such, noneconomic factors as the 
sociaHcul tural benef!ts''a communi ty col lege provides 1 ts students, this study 
will examine only the •economic costs and hTenef i ts--^n other wo^ds, the numbers, 
dollars, and cents. ^ _ ^ . 




■ , . PURPOSE 
Why look at economifc costs and benefits? ■ 



' TaxRayers and the i r ,Ieg i s lat i ve representat i ves at al 1 levels are sefekina 
. evidence to Justify the investment made in pub 1 ic commuh i ty colleqes pirt nf 
the rationale for con t inJ^' support comes from the bel ie L eq a?ization of 
.pportun.ty Many people from different,socioeconomlc level* ''w^i h varying 
degrees of ability and of all ages, are obtaining a higher educat on tSroCgh 
the comniHrilty colleges.. Another.pprt of the rat ionales terns from the expecta- 
tr^n^of mcreased economic benefits to both the individuals and society 

^ The economic benefits can Be explained accoTding to the varying kinds of 
.mpacts. F,rs and foremost- is the investment aspect of educat ion . As a re- 
sult ofcommunity college education, both employees and their employers can 
expect increased productivity and income. . - v ^ can 

^ ' - . ! i 

A^cor6llary to the higher Incomes that college educated persons generally 
thHubl!^ f ' taxes they also pay. These taxes assist in repaying' 

the public for Its investment in the comrtiunlty college education. 

' m^Hi^'"^'^^' the-operaUon-of communi ty col leges resul ts directly ir^moreim- 
anr-^n''' m""^"' providing increased: Jobs through expend iture of- 
niods, and.,nd,rect1v^ar a result^bf the mu 1 1 Fpl ier effects of spent \mome. 

Associated with these benefits are cbsts. These costs include not only 
the capital and operating costs of the comrtujnity college program but also the 
opportunity costs associated wi th the , student • s foregone IncbmeV tax receipts 
and production. Income is foregone because,: obviously; a person cannot be at' 
work whne he is in class. Slm-ilarly, payroll taxes are nft deducted when a 
person.is not on payroll, and production is lost. This is true of the tradi- ■ 
tional CO ege student who attends college full-tjme. To the extent that com= 
mun.ty col ege students increasingly attend par^=time while employed, income 
IS ess likely to be foregone with consequently less loss in payroll ta^^es and 
production. -The lost property tax .receipts for college property whieh" is re- 
moved frjm the tax, rolls also must be considered: While not all of these Ssts 
are related to each benefit, .they mus.t be considered when appropriate i^i the 
calculation of costs and benefits. ' ' ■ - ^ 

How can economic costs and^^Bdhef I fs be measuVed In education?- ' 

Economic impacts of community col leges, can be' exam! ned in two ways Ina 
TZl'^n" r^"°'T ^^^^^'^Pf diutres of certain dcHars are traced th^outihout 
a certain , on durmq a short time span, usya 1 1 y ,one yea r . A lohq^tarm an- 
projch consfders impacts of investments oven a loncj period of tin,f J ^ 



'1* 

Just asbusinesses invest In addi tionaV cap! tal , eVg. , equipment ^nd new 
Jubt as . # I Individuals and society can invest in edu- 

.Jg^a^J^a iksiin^ is often cal led human cap. tal investment. , 

CoiTiDarisons of future earnings and the investmeats made by communi.tY col- , 
,e,.-5^:S:n; ;an. the people oj «ar,^„. .escrUe 

lxp«ur;.t ntfa o" M 't,? =d"°"h:;'!; the dlffevence, for example 

The hu^an capital approach is 1 n,etho^.o'f ^'^^'^^^^'ST'^cZii 

proprlations. from ^^^^^^^^^^ eKpandttures of the college for 
The funds ^' ^ Capital building imp rover^ents. The impact 
..salaries, purchase of '"^^erials, ana cap _ jurisdictions the ways -and 

study can be useful in' showing the State ""J 'ocal jur^ In addition, 

extent to which community " 1^^^°^^ ^"^^ h^'clrtarn o thei r act i vi t ies , 
Im^pact information .can reveal to the =° '^fes how _ community in dire 

which were thpught TO be purely mternal. niat,ters . affect the commun y 



di rect 



and measurable ways.- 
How^an^the numbers be used?- 



mprove 



r„s,-henefit analysis can cause officials and citizens to look at probl 
in .i^frre^nrt and ^^^^l^ ^^^^i^^^^^^^^^^ ^ 

'rjcoire,:ih:-r::=^p.Mir fftc ,r«^e »^ 

re a^f o^thlif irji^co^ 

!jt^::%hr;r.re":;Ssi;e?:rt;°;thrr'rn'!i',hroJ l actual ..cts. This .tu-v 

provides some of the facts. 

""e'lion conwlbulldns ind the visibility an institution brings a co^nuy. 



What __H_ofa 't the numbers show? , ' ^ • _ 
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and new ldeas> CarefMl. addition, .fn short, ^llows the determination of the costs 
of acommunity- col lege educa^t on , but eveo^^^e most aciurate estimates and pro- 
jectfons of economic impact * |safl aries, f-ringe ben^f i ts J and ©mpldypiept levels, 
canaot reveft >Jts . total value^. - . > ^ \ 

I There are se^^ral ^^technlcal limitations which also shou 1 d i^e ^recogn i zed * , ^ 
¥dr example, In uf Ihg^a' muUjpl ler effect to measure the expansion of the initial 



llivestment from cycWP^ of respending, it I assumed that the inqney would not have 
bean %pent otherwise. This ean be 'argued Veadjly at the locaKlev^l but* is 
questionable at the ,Sta,te Tevel, %ul t lol ier "effects Irre generated on ly by spend- 
ing chat does not wl fchdraw resources from alt-ernative us^s in the area. If no 
tommunity co 1 1 ege? eKj4 ted'^I t could be argued that the money would have been 
r.spent\on the othet^ segments of higher education or by cOnsulners who would be pay- 
.ing l^ss t^xes. Thift study, howeven^ ^ich attempts to estimate as cjosely as 
possible itf^ total impact of community college spending in Maryland^ will use a 
'multipHer effect. The assumptl^on is made that money spent In support of com^ 
munity colleges would>,figt have otherwise been spent" in Maryland. For comparison, 
^estimates not i ncl ud 1 n9 the^ mu 1 1 1 p 1 ie r effect are included. 



It should also be noted that this study makes use of existing data From the < 
State Board f orMlommun i ty Colleges and, the seventeen Maryland community colleges; 
"^from federal / State, and local agencies; and the literature In general. Because 
no new data were cdhipiled, estimates based^ on s i mi 1 a r< s tud i es , aggregate data, 
and J udgi%n t-i^4/e fiecessary . However, actual f I gures for most of the critical 
information v^tfrte availa^le^.. Some e^rror also might have been" irttroduced in thai 
attempt lo represent all \%lMs In 1976 dollars. For example, the Census of Manu- 
facturing, which was ufed to ^ssess the economic base of the State and'^local sub^ 
divisions, Is taken every five years. Because the 1972 verslonj which was pub-^ . 
lished in 1976, was used, it was necessary to e^stlmate the growth between 1972 
and 1976. ^ 

? One other wor^^of caution should be Tnentloned. There is no way to add all 

benefits in a credit column and all costs i n^.a debit column to come out with one 
neat answer. First of all, sortie eKpenditures and costs would be listed more than ^ 
once. Secondly, thevlnipact ^nd ) ^'s i s computes both stock^and F 1 ovn^ f i gu res , These 
are economic ternib which V/eTer td spending on items which are quickly consumed 
(flow), and spending on f tenis that have a longer life span (stock). Theoreti- 
cally, <these cannot be added to, or subtracted from, one another, A third re= 
'la ted point deals wJ tK the use of human capital and impact analysis in one study. 
Like the stock goods.," humnn capital studjps deal with long-term investments. 
The results reflect Increased earnings or taxes .over a lifetime. The impact 
analysis- is comparable to flow goods because an assessment unt the expenditure 
impacts niade ofi ) y f o r t fu\ I 9 77 f i s ca 1 yea r . ' 



Cos I ^ tier uH i t ana I y h i b i 
ect-HKjmic aiurlysis fin^ iruiiiy i 
d i f f i c Li ) M i " ' ti r \ ' "Tt) t c f% ' c\ t 1 
rundtM qiian t i t a t i vi.^^ ann 1 y s i ^ 
criniinatinq abnuL wfuMi <Hui f 



1 o s ri o t p r e t e n ci t u b 
i iiif)tMTec t i ons » it can 
1 .by cost ^benefit tinaly 
} ust^ less. They 
unv to u*5e vrir iou 



a pe r { eu t 
be an e 1 I ec t i Mv 
htoroovtir 
I y mean t. ha t one 
tool^iV' [2i] 



I <.\ U V 

loo J 



A i \ hi )ur]h 



I ru. -y th) 



1 n I 
d i 



ERLC 



SUMMARY RE/IEW OF THE LITERATURE 



HUMAN CAPITAL INVESTMENT ^ . - / "* 

Intensive interest in the proposition that educat/i on i-s an Investment in 
human beings originated with Theodore Schultz in I960\ Since then, estab- 
lishing the specifics of a causal relationship between edutation and income- 
has continued to dominate the writing 1n human capital investment. Kastner 
[20] notes that research no longer Is directed toward the validity of the human 
capittil concept, but Is now coricerned with determining Its value. 

The approach most used In human capital research contrasts the future ^ 
lifetime earnrngs of people of less education with people of greater educa- 
tionar attainment. Alexander [l] be I neves that this rate-of- return method - 
hk the most precise because It relates not only benefits but also costs, 
elcker's [3] classfc study, for example, showed a very substantial private 
gain to white male collage graduates as compared to high school graduates. 

To caKculatola rate of return, Mt is necessary to know how much an edu = 
cation costs, how much the col 1 ege^-ediicated earn compared to. those without a 
col lege education, "^nd how much those* fu^tu re earnings are worth today. ^ [2] 

The costs of education include direct expenditures for salaries, supplies, 
etc^ , and Indirect or opportun 1 ty ^sts that ^.ta^etf the form of foregone student 
income or foregone tax revenues. [Ag] There has been some cent roversy about ? 
Includl-ng foregone Income as a cost component. Schultz, Cohn , Blaug, and 
others feel that It should be fncluded and that a downward bias in costs will 
be created if it is excluded.' 8, 5,] Becker ;C 1 q ims the dominance of 

foregone earnings and the relative unlniportance of tuition can be vividly 
demons trated^ wl th rate of return calculations. [3] 

■ ; \ ' 

The economiG value of education is distorted by factors; suQh as .IJiteHiJ^ 
gencte, -pa ren ts cducaf 1 on , s^^x, ando-ace. The degree to wh rch. etfucat jfcn coii-\ 
tributes to higher economic returns^ is often 'disputed. Raymond and S>asnowitz / 
[33] contend the* income djffdrences between educational ca tego r 1 es p4^e 1 I ly^ 
to Inj overstated h i nee those wllh more Income ^rc more apt to havt? greater 
ability. Much work ha^. been done recently In an atteiiipt.to separate the ef-' 
fects of education urul jl)i!ity on earnings, t)ut no clear consensus has b'can 
reached.' Decker, however » points out that economists have been nwarc tfiat , 
conventional measLires of ability, while relevant at times, do not reliably 
measure the talents required to succeed in the economic s.pherv^. [3] Hausc 
'[I6j also feels that dddinrj an ah i 1 I ty b 1 a s has beeii somewh<U m j sd i r tu: l ed . 
Others have consistenUy .corrected f 1 naj earning d i f fe ren l I a 1 s by IJ^ rt>^33 
percent to account foi ab i 1 I ty| d i f f e ren t I a 1 s . [15, 33, 3, ^^5] I tv a study Je- 
^Tgned to datermine t fie abiM(\ factor, Wt^is[M=o(l and Kar(iofi {hh\ estimated 

'* 

7 ' ' -■ . ^ 



tharabouf onq fourth of the difference between, the mean earnings' of college 
graduates' and the mean earnlngs/of high school graduates as shown by Census 
data is due to noneducational variables. ■ 

Long-payoff periods also ^f'fVt the rate of return on a college education. 
Becker ndtes that the length' of tf/e payoff period Increases the difficulty of 
anticipating a gain from coVlege. Wh i 1 e bus i ness investments- often pay of f '\ 
within five or ten years, t^e payoff from college takes much longer. [3.]. 
This affects the determination of an appropriate discount rate. Selected dis- 
count rates used to compute' 1 i fet ime^arn i ngs were usually 3 to 5 percent.. 
[15] Intarnal ■ rates of return^^ Eomputed discount rates of community col- 
1-ege students", ranged from l6y6 percent for white m^les with no ability adjust- 
ment [33] to 2,2 percent fof honwhite males. [17] ^Wtner found the direct 
returns to Individuals who acquire a community col I'ege^ducat I on represent an 
annually compounded i n te res t' or d i scount rate of at leafst.5.6 percent for males 
and 5.88 percfnt for femaTel. [20] ^ 

Another factor affectjng the time 'span is the normal growth of the economy. 
Studies show that some Allowance for growth rates i s probably in order for 
cross-sectional s tud i es, -wh I ch measure earnings at. one point in time as opposed 
to cohort studies which trace a group's earnings over a period of time. A 3*.5 
percent ' i ncrease per year seems to be- an accepted rate. [33] 

Becker also suggests that data should be corrected for mortality [3], but 
ftaymond and Sesnowitz argue that., it has virtually no Impact on the rates of 
return , . [33] 

'• The social economic gain f rom educat 1 on , the gain to society as opposed 
*to individuals, differs from the private gain in cos^, and benefits. Direct 
costs nre obviously greater to society than to stuMnts because some of the ex- 
ijanditures of students a re . pa i d" ou t of, public and private subsidies. Raymond ■ 
and Sesnowltzjih^ that in all cases' the social r^ater^fall short of the corre^* 
spond I ncfe^r i va t^^a L^'s , [33] . " - 



Anorher way of lookinq at social benefits is by estimating the b^nel its 
ia the form of future tax returns. Hansen and Weisbrod found that in case 
do State and local taxpayers recoup the f u 1 1 va 1 ue of the i r ' i n ves t,men t i-n highfer 
education, [15] _ ' , 

Economic, benefits found by ra teTuf - re t u rn analysis, or £^ny other economic 
tool currently in use, fall far short of a. complete determination oT social and 
private benefl tS accrued, from investing in education. Education, however, still 
poss.-'.s,.., f. Mini dab le economic benefits. Implying that i_nvesting greater sums in 
the devcioi>mein or.lninwn cnp.ital through education is sound ccunomic [)olicv. 



-.- - - = — ----- ^ 

Thp Pcon.imic i n.,,,Trt ,in,ilysis ib actually a series nt linear cash- Mow 
I.h'ihuI.i. wliiil) inrlii.lf oivly, wluit can be readily countr-cl. Tin. fonniil.is ,iii,;Mipi 
to identily wtio is s|i,-MidinM, how ntuch is spent, what is i nq liouqlu, .m.l wboie 
spend inn i be i ng clonr . They do not show political, social, or oesthetic 



Impacts' or the effects up^' the community of the colleges' human resources. 
They do measure dollar outlay and provide simple Indicators for planning. [?] 

Host, of 'the effects considered In an economic impact analysis are current 
and short range. They are not concerned with the ultimate Impact of the col^ 
lege upon the community, and they do not consider what a community might have 
been like without the college. 



One of. the problems assoc i ated/W I th economic impact anatYsIs Is the de^ 
termination of the multiplier effect. The purpose of a multiplier is to re- # 
fleet the finaf Impact of an rnitj^l expenditure, Thq smaller and less self^*^ 
sufficient the region, the larger the portion "of respendi^ that leaks out j 
and the smaller the mu 1 1 Ipl ier effect of the original In^stment. The larger 
the" regidn, the greater is the total cycle of raspendihg recaptured by the 
reg 1 on , and Ka rge r the mu 1 1 1 p 1 i er . [ 1 8] A mu 1 1 i p 1 I er e f fee t of 2.0 is ^ 

generally accepted for a Statewide region. '^[4, 14,^ 3;5] ^ 

The results of S-tudles employing techniques of economic impact analysis 
have generally found that nonprofits nontax Institutions have a capacity to 
generate employment OTd^^mlS^l j,ons of dollars in personal- i ncome through what, is 
in effect i n te rreg ipna 1 trade. In addition, the subsequent expend i ttire of that 
income in the locaf econoqiy can;make an important contribution to economic 
growth. 



A study of Virginia conwun i ty . co 1 1 eges , for example, denx^ns t rated that 
h i ^TOt education institutions give more to the communities than they take. 
The bus i ness . vol ume generated by the presence of the community college system 
exceeded the State's appropr i a 1 1 on *lFor tKe system by 142 percent for the eight^ 
year period of the stud^.' [^7] ' Other studies also have shown signifjcant 
benefits. The operation of Harrlsburg Area Commurri ty Co 1 1 ege contributed from^ 
$2 to $4.5 million annual ly to the cash flow of the local ec6nomy , wh i 1 e the 
tptal operating budget of the college was $3^8 milli|On for the year in which 
the estiniate was based, [36] , ' ^ . ' 

The Johns Hopkins University, through nonprofit, was found to rival a 
numbe r . of Ba 1 1 1 mo re ' s ma j o r 1 oca 1 businesses in total vo 1 umo o F 1 oc a 1 tau s i nes s 
expenditures,/ Total direct and Indirect expend i tCi res attributable to Hopkins 



In^ 1972'" 73 w€!Vr more than SI 37 m M 1 i on 
fKom the Ci/ty than it contributes in t' 
retogn j zes con t r i bu t i on s of those unpa 



However, it rece.lvfjs more i ri services 
axes. The tax>exempt status perhaf)S 
id services to the community. [21] 



A ^ i m i I a r s t ud y at r h e U n i vu r b i t y of Rh od e 
$ 8 I n>f 11 i on of business In the state and $ 3 1 m 
A no t h6 r study o f fi I qh e r e du q a t i on Institutions 
vnclY' do 1 I a r the^ statt^ approfuiated to higher 
'vo/s i t ipH returned $?. 10 tn the economy of the ^state 
fM^' 1 . 1 1 r H s pj ' ml i I ! ( j [ ? rc) v i d j 'J r I it ^ -i 1 a t e a bou t 10, DO 0 ]ob s . 
of St, Cloud St<}tt' UnivtTsirv, Mlnnesnta estirnateH that 
*u)urHlintj in l\\c St. CluijiJ afuj In 19*75 nniOunLisl Uj niori' 



I s 1 and showed i t qene ra t es abou t 
m i 1 1 ! on in the i oc a I a r e a . [ 6 ] 

in N o r t fi D a l<. o t: a f o u n t J t: h a t f o i ' j 
ductition, the collc^qes and un.r^ 



and t h a t. t o t n 1 c ri 1 1 rf( ^ 
[ 1^ 1 ] n.in)l)r r ' N t {j>ly , 
Lin i vo i t.y- I a f ■ 
t fiein ■ $ ? / iit i 1 M Mil vj 1 1 



an u 1 t i-nin In 



t" t e c t 



1 1 



Hi] 



EKLC 



Most 
s i derab 1 e 
i CO 
Jn whijch 
Append i x 



% tu 




10 



difs indicate, that by Its presence aHCollege ca/ 
I a volume of spehding'^ create jobs, and add stf 
' s econom i c- ^ccoun tab i 1 i ty can also provide a 
va^luate the "college, on other more important en 
r a complete literature^ review,) 
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^^nerate a con^ 
b I 1 i ty . Measu r = 
ame of reference 
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PART I: ECONOMIC IMPACT OF EXPENDITURES ' 
CHAPTER 1 

i ■ . 

* "p ' The seventeen Maryland Gommunity colleges cif'cialate funds tlfr^gh the^ ^ 
^economy by expenditures for salaries^ purchase of mater i a 1 s , and capita] build- 
ing improvements. The funds come from internal sources, i nclud ihg State and 
local appropriations, student fees and tuition,. and from ekternal sources, 
such ^as the federal government. It Is through the circulation of these funds 
that the colleges generate their economic Impact. 

The purpose of this part of the study is to estimate the effect ©f ^he 
Maryland community colleges on the State economy . In the past higher edu^ 
^-cation has hot been measured by economic crTteria; more idealistic goals have 
been used instead* These goals are probably still the most valid measures of 
succesSs but as the cost of higher education inoreasesj otKer criteria have 
become Increasingly important.' The utility of education in the' work \force' and 
ttie economic impact of higher education on a community and p state are two such 
criteria. The effect of the product^ or the educated individual, will be dis- 
cussed in Part II. This section will look at the actual effect of the income 
and expenditures of the seventeen community colleges on the State's economy. 

Linear cash^f loWl^quat Ions are used in this study and include only what 
can bq read illy counted. They attempt to identify who Js spending, how much Is 
."Spent, and whe're spending is being done. No slngle figure tells the story. A 
college can have several kinds of economic Impacts, some of which might be more 
important th^n ot,hers. The impacts considered In this part of the study are 
cun/ent (FY 19|7)«and short ratige.vThis study also tr.je^ to l^ook at both sides 
of ^ the picture, not only the. benef i ts of > spend ing by colleges and their staffs^ 
in thq State, but";also the costs- of supporting them. ^ * 

The (equa t i ons or models use data that are available front the State Board 
for Commiiqity Colleges and college records, State and local governments , fed- 
eral and S'tate statistical publications, |/id the literature in general. A 
balance was attempted be tween accu racy arfd ease of data acqu i s i t loni^" -The 
models developed by Caffrey and Isaacs arid published by* the American Council 
on Education [7'] v^ere modified to apply to community colleges and a statewide 
system, of .higher ed6cati€n. Thay-^hould not be expected to reflect a cnni^5re- 
hens i v3*t'" rn^depth picture of a r/ *pQss I b 1 e economi c relationships between the 
collages' and the State, The pr/ecision of the figures in this part of the study 
may not be as i mpo r t a n t as their clarity. Jhe' ass ump 1 1 on s beh i nd'" th^^ni a re 
specific but may be niodlfiGd i f -add i t i opa 1 j nf orma t i on beeomes available. As 
a/ general rule,' the approach has been conservative in naiifre. If a iarqur 
n e f i t could not be doc u me n t e d , e ven though it. a ppea re d t o b e a ecu r a t e , t li c 
rc cnnservativp fiqLjt^r i^ms usod, 
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Ifi one regard, the study measures "inclusive" impacts, in . the sense that 
it includea all full-time employees who might or mig^ht not have lived and 
worked in Maryland If the col leges' did not exist. However, student impacts 
were flot assessed because it could be argued that they would have lived, and, . 
therefore, spent .their money in Maryland regardless of the tfommunity colleges. 
(Only 3 percent of 'the total student population came f rdm out-of-fstate. ) The- 
younger students, for example, might have entered one of the State col leges or 
universities, wh i fe older, part-time students might have elected to go to a- ^ 
State insti tution or a proprietary school. . 

The,study,'area includes the entire State of Maryland, Including those 
count'ies which-'do not have a community c6nege. The State Boa'rd. for Community 
Colieges estimates that over 98 percent of the- Ma ryl and population Nas 'direct 
.iccess t.:i a commun i ty/ CO 1 1 ege . The co 1 Ipes se rve rural W^d^nts as well as 
suburban .i-nd urban populations that live In the three Stand¥<;d Met ropol i tan ' 
St.itistitdl Areas (S£l&As) of Baltimore City, Washington,, D. C .\ and Wilmington, 
Oeiaware. In the Fall of 1976, almost 80,000 students w,efe enrolled in credit 
programs in Maryland community colleges and thou/ands more attended noncredit 
c 1 a s s PS, 

riu" primary purpose of community colleges, has ineveri been to create jobs, 
qennrat.- f.usiness for entrepreneurs, or boost .sales of durable goods in Mary = 
iand-=such functions alone can be better performed by a variety of other in- 
stitutions in the public and private sectors. Commun i ty co 1 1 eges do make 
higher ed uca t I on ' acces s I b 1 e to a diverse cross-section of Maryland citizens 
and in carrying out this primary task, create jobs, generate business, and 
increase sales. , . ■ ; i, 

SUHKARY| OF THE STATEWIDE ECONOMIC IMPACT OF WRYLAND COHHUN I TY COLLEGES . 

Thib section discusses the major findings and results of the Statewide 
Economic Impact Study. Although all the Impacts orlgifi^te with the activities 
of'' the seventeen Haryland community colleges, there are two basic channels 
through which they flow into the State: the institutions themselves acting as 
corporate entities, and the facultiel and staffs of the colleges acting as 
individuals. The. details of each calculation and' sources of data are includud 
in the comprehensive' .report available at the State Board f o ^ Comif^un i t y Colleges. 
All figures are for the ,1977 fiscal yea^ unless otherwise s^cifie^. 

BUSINESS SECTOH ' ' ^ 

The numbers in "this section attempt to estimate ecunoinic impacts of the ' 
Hary lantl. commurfi ty 'coN^ges on State businesses. This study est inmates impacts 
of the CKpendi tures In Maryland ofr -^the col leges, their faculties and'Staffs; 
j>rlcfitirin>}l spendinci stimula^d by oo H^ge- re 1 a ted purchases; the value of State 
business "property committed^tQ co 1 1 eger re 1 a ted t^us^iness; expansion, of Haryland 
baMks' ur^dit ba^ye re su ! L i ny^ f ^om co 1 1 ege- re 1 a ted. depos i t s ; and the business 
volunu' uiire|l ' because the colleges' auxiliary enterprises. 
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What was the total impact of expenditures by the Harylan d conirfu n 1 ty col 
. an d"tli e i r s t a f f s'^? -.. i 



I eges 



The Maryland ipmmun I ty co 1 1 eges rival many of the State's, businesses in 
total yoliime of business expenditures in tj^ State and , local subdivisions.'.. 
Total direct and ^'ndirect expenditures attributable to the seventeen colleges 
in 1976-77 were almost $ 1 2^* ml 1 1 i on , ' Of this, almost $6? mi H Ion .^/ere'd! rect 
expenditures by the colleges and their staffs. This includes i n^Stpte expendi - 
tures^by coHeges for supplies and other^.gpods and services: by i^n-State 
faculty and staff for housing, goods, and services; and by out-of-state em- 
ployees for goods and services. Another $62 mill ioa were i nd i rect expend i tures 
by, loc^l busj nesses and individuals n support of t-hel r col lege-related bus »^ 
ness volume* Total direct and Indirect expenditures are computed by applying 
the accepted Statewide multiplier effect of 2.0 on the direct Statej^xpend i tures , 
The multiplier effect is an economic gauge of the expansion of dollars injected 
into an area from a single source resulting from cycles of respending. 



impact is so significant is that more 
n Maryland, Because education is labor 
lieges' budgets aVe for compqnsat i^On of 



One of the reasons the^ col leges ' 
than 95 percent of their staffs live i 
intensive, about 75 percent of the col 
employees, and almost all of. the more than $62 milliot\.pf disposable Income 
(net income 4fter deduction o'f taxes and Social Security contributions) that 
faculty and staff receive from the colleges Is spent in Maryland, The colleges 
themselves also buy- almost 70 percent of their goods and services from suppli- 
ers and individuals in Maryland. , * 

What were the sou rcer~~of^T^nds for Maryland community colleges In, FY 1977? 

Maryland commun iVyTftil leges In P¥ 1977 received a total of $28,6 million 
from student tuition and fees, $37^7 million from State sources, $31.8 million 
from local sources, S^.^ million from federal sources (not including pass- 
through funds received by the colleges for student aid), and. $2,1 million from 
other sources. 



How much Maryland business property exists in support of the expenditures 
of Maryland community colleges and their employees? 

*Thc direct expenditures by the colleges and their faculties and staffs. .dC\^ 
not capture the fuM Impact of 'such activities on the economic base of the State. 
The value ^f Maryland business property, including bath real estate and inven^ 
torie^ that existed in order to service .the colleges and co 1 1 eye- 1 a tocl bu^oness 
■^'t ransac t i nns j was worth an estimated $53 nri 1 1 i on 



ry larrd^ s 



Now much did the ^credit base , of Ma 
o f Jia r y 1 a nd' q on imu n i t y colleges? 

/Both persona) and business incomes re la 
ditional impact an the State th rough^ the I r ex 
State rbanks, ^Jhe Maryland qredrt base was^'in 
clirect consequence g.f co 1 1 eqe- re 1 a t ed depot 1 t 
e/ fee t come^-^ f roni t he pc rsona 1 accounts or fa 
ca s h de posits o f business related to t he i ^r 



in 1976-77- 
banks expand, as a result 



^d to CO 1 1 eqe activity fi 
3 n s i o n o f t h e c r e d i t b a 
rcascd by about 525 nii 1 
A 1 ri r q 0 p c r c o n t a q c ' o 
ty and s ta \ ( , i}^ ^we 1 1 
1 eg e transact! o n s , T b t ■ 



ave an atl^ 

s e in 

I i on a\> a 

f this 
c- 1 s I \ 1 c 
co] ] crjes 



themselves deppsited ai^ average of $11 million in'time and demand accounts in- 
State bank^ , ' ■ . ^ ^ ' ' 

^ How°much State business volume was unreal iz6d^ in the busiribss sect^ ^ 
. because of MaryTand commun i ty col ieges? | ~] 

To the extent that the colleges operate enterprises or provide services 
In competit^ion wl th .bus 1 ness , the reCBlpts from these activi.ties s^hould .be 
recognized a^s net subtractions f rom potentl arbuslness volume. The receipts 
from' col lege-operated cafeteri.as, bookstores, day care centers, and other- 
auxiliary enterprises make up about $5 ml f lion of foregone business by State 
enterprises. This amount should be netted out aga-inst the positive impaot on 
State business vol um# deta 1 1 ed earlier. This figure is probadly high because 
it does not takennto aQcqunt the business that.eK.lsts because there is a 
college, such as book s'ales in a bookstore. , 

GOVERNMENT SECTOR ^ 

Educational J ns t i tut^ ofts not on ly , ho I d s I gn i f i cafi t amount^s or^real prop- 
erty e^jempt from taxation, but coll|ges and their staffs also make demands on 
goverolent for a variety of servlcel, from education^ to health. The /allow- 
mg^gures outline the contributions made by col lege-relf ted Influeijces to 
the public sector and then assess the cost to tK^, State in^rerms of foregone 
property taxes, costs of services, arid the opera4l ng ,cos ts, of pub 1 i c schools 
attr lbutabl,e to the colleges and the households of their staffs. 

How much tax revenue and transfer payments did the State of Maryland 
^receive because of the ^presence of the colleges? ^ 

Although the colleges operate under', a' taK-exempt status , they are^nonethe^ 
less responsrtfle for direct and indirect cash payr^nts- to the State. It is 
estimated that Maryland In 1976-77 received cash revenues of about $9 million 
from taxes paid by faculty and staff, from the federa 1' gove rnmen t „ and from 
taxts on business property anocable to cql l^e %ransact ions . The sources' of 
these revenues were real and nonreal property tfxes ($153,000), federal a^'d' 
to pub 1 ic. schools for children of col lege-related ^faml 1 ies ($286 ,000) ,^ f^dera 1 
aid to communi ty* CO 1^1 eges ($4, ^00, 000,/ excluding student aid), State income 
taxes ($2 ,i*^^,000) , and^State sales taxes ($1,506,000). ' ^ 

How much revenue did the local Jurisdictions rece Ive because ^ ' [ 

of the presence of the col leges? 

~~ - ' - - - - - - 

Local jurisdictions received an additional $^8.7 million d i^ rec 1 1 y or - i n-^ ' 
directly from the community tiolleges. This includes State and federal aid 
(including aid for the., co 1 1 eg^s , but not federal student aid) and other Ideal . 
gavernment receipts de r I ved / t^he college'bp their faculties and staffs, 
and the related business ac t i v ity , .%uch as Incdme tax, : ^ 
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How mud^ did it gost the State of Haryland'-to proS/ide services for colleges 
and their staffs? . . = / 



7. 




The State provided services for the faculties and staffs of^the colleges 
valued. at'more than $8.8 mi 11 Ton; $1.9 million of this represented the (cost 
to the State of providing public school education for the children of college 
personnelp^ and the^ba lance , $6.9 million, represented the expenditures for 
services other than educatloVi. Faculty and s taff ^members are estimated' to 
have 2,761 children in the public schools. Because no al fowances were made 
for personnel who would live in Maryland In the absence of community collageSs 
the estimate of total costs may have been overstated. 



What 



'S tiie value of State property related to serv/ices prqvided 
the'' col 1 eges and their employ ees? ' 



An indirect cost is the value of State property which Is allocated to 
that portion of services the State provi des-sfor col lege- rel ated adfe^f v I^t i es , 
This represents the public investment in State property necessaryfto service 
the collage ^nd Its staff. It Is similar to the Investment In plants, equip- 
ment, and^ insientorfes In the business sector that existed in support of the 
colleges andlthelr staffs. ^ / 

Earlie> it was estimated that the value of the services Maryland' provides 
the colleges and their staffs was over $8 milllo^. This study attempts to 
calculate what proportion of all State^owned property exists in support of 
^these services required by the colleges and their staffs. Thf' value qf S^ate 
property related to the colleges Is estimated to be $1.3 mil Hon, 

I ry 1 and 



How much sState real estate Caxes were foregone by the St ate of 
~ Fec"ause"of the tax-exempt" status "of the colleges In FY 1977? 

Foregone.State real estate taxes on the colleges' tax-e;cempt prpperty are 
estimated ^t $22,000, based on a tax r'ate of 23 cents per $100 of assesses^ 
va^u^. The simplified procedure which was used ^to avoid complex est i.mat ions 
of property values has probably resulted In an understatement of the value of . 
both St^^te and local foregone property taxes. 



Hov^ much local real estate taxes "Were foregone' by the 
" because of the tax-exempt status of the colleges? 



1 oca 1 j u r i sd i c t i onb? 



X The local j u r i sd i c 1 1 on^^dre r>ot able 

estate taxes because of; the ccPI leges'. 



to rea-1 i ze another $557,000 in rea 



f These^ es t i ma tes for both local anc^ State foregone taxes are based on a 
simplified procedure v^h i ch essentially mul tfTl i es the total property tax 
revenues of the jurisdiction by the cpllege/s proport i ona P sha re of the qeo- 
graphical area. This was done to avoid making specific assumptions about t^ie 
value of each piece of property and, more Importantly, its relation to the 
value.Qf surrounding property. It also should be noted that the colleges 
se 1 f ^ p rov 1 ded over SI million in public mun I c i pa 1 type services, such as 
s e c u r i t y i street lighting, roa d ma j n t e n a n c e , a n d garbage c o 1 1 e c t i on . 
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^ ' ^ GEmmi^ EMPLOYMENT 

How many fuO/t-time jobs -are available in Mgryland because of the CQlleges? 

Impacts from the seventeen commun i ty' col 1 eges on private^ indiviauals in 
the State of Manyland are largely through Jobs and^ employment opportunities. 
It, is estimated ^that about 6,700 jobs f^, Maryland are a result of>the activi- 
ties ol^ the community co 1 1 eges , 4 , 450 olf these directly wi th the Jcol leges , 
and 3 ,250 created as a consequence of dol lege-related bus Iness arid government 
eiKpendi tiji4s . The total jofes^ are cal eclated, by mu 1 1 1 p 1 y I ng a^ conse rvat I ve 
employment multiplier effect of KS by the number of f u 1 1 - 1 i me jobs at Mary- 
land community colleges in 1976-77- ' 
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PART I- ECONOMIC IMPACT OF^E^XPENB I TURES 
CHAPTER 2 



1 



The previous chapter described the economic! Impact of the Mary 1 and- commu^ 
n i ty colleges Dn the economy of thfe 'State of Maryland, "The purpose of this 
section is to explain the methods that were used to ^stjmate the magnitude of 
these Impacts. ^ ' 

II lustration 1 portrays in a schematic form the income^expendi ture rela-^ 
tionship between the .colleges, income recipients^ and the surrounding business 
community. The direction of the arrows indicates the direction of either an 
income payment flow (I) or a purchase expend Itfure flow (P) , The term "Income 
payment'' refers primarily to wages and salaries paid by employers to employees 
The te rmj^f'pu rchase experiditure" .refers ^to purchases by consumers and purchase 
o*f Intermediate products by^ business. A main objective of this study is to 
estimate, where feasible, the magnitude of cash flows in Maryland which are 
related to the seventeen community col leges p The only out-of-state flow 
estimated in this study is the level of in-State expenditures by out-of-state 
faculty and staff. 
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ILLUSTRATION 1 

MARYLAND COMMUNITY COLLE^GES 
WHERE DOES THE MONEY GO? 
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An essential point which is not explicitly shown in I 1 1 us t rat i on 1 is 
that an Increased level of purchases from botl^ Maryland and out-of^btate busi = 
nesses results in increased income In the form of wages, interest ^ rent, and: 
profits' Additional income flows generate additional purchases » which in turn 
create additional income, A clrctjlar process resu 1 fcs, w i th i n the period of a 
year causing in economic terms a ''multiplied effect." T*his means that the 
total i nc^Tie for the participants as a group is increased. 

The models or formulas used in this, study ar^ not appropriate for either 
planning or forecasting purposes. They do not include business cycle impacts' 
on the State nor do they take into consideration mu^l 1 1 - reg i on i nrte rdependence . 
This means they do not take into account the temp of economic activity, the 
economic calendar, or economic stability. The models do describe, however^ 
what is happening to the rroney the pubUc Ihvests Ip. Mary 1 and ' s community 
CO 1 1 eges , ^ 

The models are also limited to estimating short-^term economic impact. 
They are not concerned with the ultimate economic impact of the col Teges upon 
the State, and they do not consider what the State might have been like with- 
out"^ the colleges. The type of impact reported In this study applies to op= 
erations In a typical year, with the assumption that this would be similar to 
other years. 

^\ Perhaps most importantly, the models provide a built-in underttatemen t . 
The actual economic Impacts are prcbably greater than the .figures suggest. 
The models also are flexible and comprehensive in the measurement of dollar 
outlay, and they indicate where and how the dollars invested in community col- 
leges ware spent. 

^ ' ' ^ . % . 

One other, factor should be noted before the models are discussed in detail 

The impact of student expenditures and costs are not included directly in the 

study. First of all, a primary ^oal of the study was to use only, data that 

was already available or could'^be easily calculated. Estl-mates of student ex= 

penditures can be based on similar studies, but the unique characteristics of 

community college students make comparisons difficult. Most stydies whith^ 

break down student expenditures not only have significant discrepancies, but 

also measurb t rad iiional* four-year students. Without generating additional 

survey data, It alt^o^ls difficult ti determine factors such as the. number of 

students living vj\th parents or other relatives, or how many would live In 

Marylriafl regardless o-f a community college. In addition, many residents 

prohably would not be [)Uf'3uiiiq higher education If the conununity colleges did 

rot exist. 

A ncond fac to r r ha t ma ke s the i nc 1 us i on of s tuden t s q ucs t i onab 1 u I s t he 
iruroasinq nutnber of parL^lInie students In the State's comiiiunit^y collogus. 
They can be considered as co 1 I ege- re 1 a ted , but .colTage may not be Lheir major 
activity. Om I 1 1 i n q student Impacts p ^oba b ! y 1 owe r s the e s 1 1 rria t e o 1 t ht- t. o t a 1 
colleqe iinpact. However, caleulatiors f rqm qu^St i onab 1 e es t i ina t e s only \)ro- 
vid6 questionable results which in turn weakert ' the overall study, 

fhe [iiode I s , based on Caffrey and l^^iaps ' . ^ t udy , and; des I qned lo a':.sess 
the iiiipacts on two sectors of the St.i^e ' ^;.v^,ondmy busl^.fws^V ^itid qoverfintent . 



Because attention is focused on thf variety of impacts on each majpr sector / 
rather than on a simple net posH+ve or negative Impact, .there is no sifrimary « 
business or government model, ^The notation scheme used In the mode I s/ repre^ 
senfcs variables with capital letters, coefficients (factional ftfLfl t ipl iers) 
with lower-case letters, and indexes with mnemonics. 

The rest of this chapter preserits ea,ch of the models, and sub-model s . *A 
detailed discussion Including an evaluation of estimating procedures, data 
'* sources,, arid computations is included with the presenta'tion of each of the 
iTiode'ls. Wherever computation or estimating procedures are too complex "or . 
distracting, they have been placed in an appendix, and so referenced . The^same 
questions asked In Chapter 1 will be answered in more detail 1 to al Iqw the 
reader to make comparisons and determina what factors are included or excluded, 

■ ' BUSINESS 'SECTQM ^ 

i ^ ■ . 

What was the total impact of expenditures by the Haryland community colleges 
and thei r staffs? ^ - - ~ ' 

The a^nswer to this question Is the one most extensively estimated In tills 
study, and It is probably of greatest importance In terms of doll a r-measur^d 
activity. The total Impact of about $12^ milUion Is calculated by applying the. 
multiplier effect to: the total co T I ege^ re I ated State ^expend i tures. of about 

^ $62 mlUMon. Econom i s tl/ use a ''multiplier effect" to gauge the expansion of 
dollars as they are respent within an economy. For example, the expend ituNs 
by a resident In Maryland become additional income to the recipient of the 

■expenditures. If the recipient is a local business, part of ^ the recipient^ 
income becomes wages paid to employees, rent, interest on borrowed funds, or 
either dividends or proprietor's income to owners. Additional consumer spend- 
rng in the State means additional consumer income to someone^-workers , land^ 
lords, lenders, owners, or to all four groups In vary i ng proport Ions , Part of 
this additional consumer Income Is then respent, some of It locally, some 
nonlocal ly. Because a state has such a varied economic base, fewer dollars, 
"leak" out to other regions. Therefore, Statewide multipliers are larger than 
those used for smaller jurisdictions. Most ecoHomlsts would agree that the 2.0 
multiplier used in this study is acceptable. 

There is some question about whether spending for community colleges is 
really an additional spending. It dould be argued that the money would have 
jDeen spent for other public or private alternatives if the colleges did not 

In that case p the multip(lier should be applied only to federal or other 
outside T^ds coming into the St^te, However, because this study is attempting 
to assess the total impact of dollars spent, the multiplier is applied to total ' 
expenditures. (A more complete presentation of the multiplier concept Is pre- 
sented i n Append I X A . ) ^ ^ 




: ' ■ ■■■ ' ■ .'20 

'^/-:^v-M . / Bv ■ ^, ' - ' " 

■BuH'.intfsf volume In Maryland related to the acti vi ties of t>e :Md'ryland 
commun'lty QOT-leges. - *■ ' ";. , 

' ; V;"« (2.0) ($61.B82?€02) ^' 

$123,765, 00i» ' ^ ,j 

, Variables: - ^^^^^ 

m ^ multiplier effect (see Appendix ^A) 

^ ' ^ - . ; ^-1 - ■ " " ^ 

■ (Ij^X^^ = col lege-reiated local ieKpen.di tures 

- the col lege-related expendl tuVfes mfcl^ide^Kpendi^ the collages 

as Institutions ar\d expend i tures by the facultJ^i* and staffs. This formula 
serves a simple accumulating function ratlfer than a spe^ific^Mtlmatrng function* 

Expenditures, In Maryland related to the activities of community Colleges. 



=• $&1 J02,S02 V . ' ^ \ 



Variables: 



(E,)r ^ in-State expenditures by the college ' ^ 

(E|_)p « in^State expendi tur^^ by faculty and staff ^ , 

■ ■■ - > " ■ . ' \ ^ . ■ ■ , - 

I - CoVJege Expenditures. ^ V 

the colleges buy varibus goods and suppl les to maintain the i r opgi^at i on , 
such as paper products, cleaning Supplies, typewriters, and malntenatea veh idles. 
This model looks at where the colleges spend these kinds of funds^ ^fhtfrpropor- 
tinn of in-State spending was derived from a sample of col 1 ege vendor records , 
excluding wages and' sa 1 ar les , taxes, and other payments to governments. Wages 
and salaries will be treated in several of the subsequent formulas. Taxes and 
other payments to all governments are excluded because they arefnot in the busi- 



ness sector. 



Almost 68 percent of college purchases for goods and supplies were 
made within the State of^Maryland in FY 1977- Total coirege expenditures and 



IC 



•gross cpmpeniiti taken frorrktHe'innuaK reports submitted by the 

'collegasp but because student fn>p^sar^ calculated, federal work- 

study funds were iKcludad, Informakl on about paymanti to governments came 
from college budgets or from information suppl lad by tha college busli^MS ©f- 
■flces.. • ■ " / ' • .; ^^. ^ ^ i ./ t 



Exfiendl tures by Tiary land communi ty ^col leges . 

■ (EJc - (h)c (Ec = Wr- Pc) " . 

- (.6797) ($108, zoSVsOl ^$82,679,618 - $132,633) ; , : . ^ 

/ . / ^ ^ $17.261, 8^: - , • ' 

' Variables: ■ ■ ^-^/^ ' * ' ' , ' ' 

^^)c ^ prpportion of total; col lagfe expand! t4jras that are In-^Statep 
excluding eompenstftf onj^ Internal items, and tixes 

Eq ^ tota^l col lege* expan^l tuTjai V . ' 

^ Wp ^ gross ' cbmpensat ion to faculty, .staff , - 

' Kr ^ taxes and other payfnants to. governments' 

^ - Faculty and Staff Expend fturei^i - 

Faculty and staff purchases maide,Jn Maryland are estimated \ the next 
model, which considers both rental hous i^ng expend I tures and nonhousing ex= 
penditures by in-State residents. |xpendi tures' on owner-occupied housing will 
be addressed later as part of the value of ^1^1 property related to the colleges 
Only nonhousing expenditures are considered for those faculty and staff living 
outs idi of ^ary land. . - > \ ' 



^Expenditures in Maryland by faculty and staff 

/ ' =^S7,SOt),039 +. $37,059,Ol7\¥'$gl°56l 

• - - lU, 620, 617 • - . 

\ ' '■ . ( 

Variables: ' , - . 

(Ej^)p expendi tu rati by faculty arid staff^fpr rental housing in 
Maryland s ' ' - 



(Emu)' e^Ho^hodiing expend! tui^s -by . facu I ty ajp staff in Maryland 

. (E, ) ^ in-s\ate expenditures by^ but^jfe^fttaffc' f arg and staff 

Thq.\hbusing expend i tures of homeowriers are excluded froni the inipact ^ 
estimate ^because most of the amount represents a ^pital rather th^, aVcurrent' 
Ikrio^aetion. Expenditures in the' form 6f mortgages^ reflect printarT;^^ 
diWKation of previous savings end lendl^ig transactions rather^ th^h^current^ 
lnc#ie,v, This modeL. is ^ good example ©fflibw the total figures may underestimate 
the impact of the coljeges.in the Stated txdluded from this formgla are factors 
such as payments to^ rea 1 est#fcf^b|1©kers ^ payment of Iriterest charges on out^ 
standing mortgages to State bariks, and payments of homeowners s!nsu ranee pre- 
miums > / y ^ ■ ^ . fv ^ 

a) Rental housing expend 1 tures > 

• "7 " • ~~" "~ * - . - / - u • 

by faculty and stiff llvingj^ in Mar^yjand for renta^l ^^^^^^^ 
hou's ing^af^Jafo ^7^5 mM irbrr; /^Bgth this formiria and the one measuring ndn^^' • 
housing "di^ptefncli tures assume that i ncome from thte QO^le^es^ equa 1 expend 1 tare 
This Is probably not the case in a number of hquseKoTdSs part Icularly those in 
which positive savings exist, other wage earners s^upplement^he househglds* 
Inpome, or where there is additional income from dividends, roy^l i t ies , or ■ 
fafcily business profits. To the extent tftat some Income received by the col- 
leges' employees Is not spent , the expiendi ture Impact est imates are overstated. 
At the same time, however, a household^ totar expendl^tures are likely to be no 
^ less than the empioyee*s salary/after normal deductions* Because addi tional 
"Income sources do very often exist, the household will probably have a higher 
standard of living than If the only income wSs the salary from the colleges. - 
The net result, then. Is probabjy an understatement of the actual purchase of 
goods and services by faculty and Staff living In Maryland, / 4 

. . ■ > = ■ - ■ ^ 

EKpendi tunes by faculty and Staff for rental housing: ^ 
: (E^)p - ifj^ (fn) (Dip) (e^) 

- (.95^0) (.A120) ($62,358,624) (,306o) 




- $7,500,039 



proport I6n^, of facial ty and staff residlhg In MaryiancJ^ ^ 
proportion of Maryland ^facu Ity and staff who rent*huusiric 
total disposable income of faculty and staff 



proporLion of a. tenant ' s tota 1 expend i tures irkely to be spent 
for ran ta t hou's i ng 
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b) , Nonhous J ng expend ! tures , 



NdnhousHng expehdi tur^ ,by faculty and staff ; 

(,95^0) (.9888) mi^^m) it^OO) 
$37,059,017 , 



•'eNH>F 



Varlab1e|: 




^proportion of faculty and staf f res I dl ng in Maryland 

proportion of total nonhoui I ng expend i tures that an individual 
js likely to make in his ifecal enyironment > 

a total disposable income of faculty and staff \. f 

= proportion of a consumer^% total expend i tures spent on non- 
hous ifig I terns 



The proportion of faculty and staff residing ih Maryland was calcu' 
lated from address lists provided by the colleges.- Because existing data for 
moit col legas does not include Information about , the hciusJng status of facuity. 
and staff, ft is assumed that college en^ployees as a \^/hole do not differ sub- 
stantially from'^he population of >ia|ryland a whole. The most recent statist 
ties from the 'S. Census Bureau indicate that about k\\l percent of. Maryland 
residents rent housing.. [38] Thisrfigure rhay seem ^too. h igh for ctil l^ge ,emi 

" ployees, but with rto. empirical data avai lable it Is felt that the Census figure 

^ Is more re 1 iable , than gne/ based op guesswork. 

The toia^ disposa^e i'ncome was caTculated from cojlege payrojl 
"^figures wKlch net'cfflt tax, *5QcUl security^ insurance, and other payments from 
^ gross GOHlpWns^t ion,,^ some cases /col rfeges suppl i ed an.^^ net .figure for 

FY 1977, while otHlH^suppl ied^ sample weeks from whicfi annual^ flgur'es we^:^ 



es t i ma ted , 




In most of the^^rmulas only furi^^tlme faculty are considered be- 
cause it cou l.d. b^ argued that, the part-time pe.rspnnel would have lived in 
Maryland re^gardless of the communi ty col leges, v However ^ .beca^isW H is diffi- 
cult" for the "'col leges to separate *from the payroll only those employees workMnc 
fuH-timej the^tb^a 1 compenjsation !,f igure was usjed. The rational 



t ime^emploVees spehd.^t^e " same proppbti of 'their college i.ncome 
ng I terns as f u1 1 - 1 Ime employees i ' \ 



nonhous 



e IS thaj part^ 
f6r rent^ I and 



' The proportion of a person's income that^"s li l^eJy ^to be- spent 

renSl housing or nonhousing expenditures was estimated from the Bure.au of^ 
Labor Stat fs Lies report, Thrsa Stcznciatxla of Living for an Urban Fmdly of your 
PBr8onQ\ [^3] This report lists three levels of annual costs per family i n a 



ERIC 



* 




number of metropol i tan arpas and non-metropoli tan regions in the U^iUed 'States. ^ ^ 
The estimate of the proportion of nonhouslng expenHrtures^ the c^Vie^^^^^ 
ar^Aiko]y to make fn Maryland (,9888) was made using the gravity theory, which ■ 
st^^^. that t^e amount of money spent Is jnversely proportional to thfe square 
of thi distance to the pdlrtt of purchase. (See Appendix 'B-for addi tJonal jn-^ 
ormation on the gravity theory.) ' - 

c) Expend Ft ares Imade by out-of-sAte faculty and staff. 

Faculty and staff residing outs 1 de Mary 1 ai^rd make^ some pu 
within the State although a ^luth smaller propdrt ion\than for those laying in- . 
State, It is estfmated that these expenditures are about^^SO, 000. 



(El) 



UHLF 



•V; 



Expenditures made in Maryl^d. by out-of-state fa*^|^^^ffd' sta f F 



v^^^',c^o46) ($300) 

/ » $61,561 . , . 



Variables ; 



s proportion of faculty and staff residing In Maryland 
m total nur^er of faculty and staff 



{E|)p = estimated average local ex 
' and staff person ^ 



ditures by each nonlocal faculty 



- J 



^ ^^..fThe prpportion of facuUyMjvIng out-of-state is ^calculated by^sub- 

tract ing the propdrtibn 1 iving nti- Stated from , one. The total number of facuky 
and staff includes' aU f u^M -t im^ emp1oy|gs as reported by thal^dllfges to thfe 
State %oard for Higher Educatioq^ It l1 felt th^t^ the i nci us 1 on of .part- 1 ime^ 
employees would hfve overstated this Inipact^ ..The average local .^expend i tures by 
out-of-state empljoyees is an estimate based on similar rtudies'. / : . J 

f . ... 

^How much Maryland ^usj^ess property exists in support of the e xpenditures 
^7 Vf^J^al^tend community col tegtes^ ^rld their ^employees? T \ ^ 

The worth of the capi tal and property related to the bus inelti^ac^^ 
generated by the preSGnce of the colleges is estimated to be $53,^72,99r- The 
formulas 'in this sec t i on a:t temp t to . determj ne wha t por t i dns of the exjjUng 
ccipitn] and property relate to, the observe^d flow of ' purchases ,tha t^^ a rr^l 1 egc. 
related. ' In effect, it is^^an indication of how much capital and p popper ty were 
employed by business enterprises for each dol I ar of.. |a,l@s In FY 1977^ This ^ 
^vrr^qp Figure is then apportioned to co I 1 ege- re 1 a ted sales. 
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y,aluei of Maryjland.busl hess prpperty conmVt'ted to col lege- rel#^di b.us I ne^f . 
, , - $38,i»43,583 + $1«,851,860 ^ ' " 

Variableir; ;^ ^ , : ^. / ^ V 

(RPg)Q^ ^ vajue of State business real property cormnl tted to collage- ^ 
.^related business 

(Iq)^'(^^ = vajufe of State business inveato'f'y comiTiitted to college^ 
re l^id business ^ ^ v . ; , 



* I " Col lege^ relate d / ^^-pHe 5 s r^l Rropenty 4n yjaryland. ^ . 

• ^ The do! lar vdl ue of Maryland businesses ' real property thpt is emptoyed 
CO service col lege^relatad sales is estimated, to be about $38 mtllion, 

■ ^^^B^CR ' - ' 

Value of col lege- related real businedS property m Maryland. 




4 

y 




(jmT^OkA, /$5. 755.276.9^2 ^ ) 
I $3,8,2M,.p22,100^ 0.^8ij 



= $38,i*99.S67 ' ; 

Vari,ab1es: ' - ' " * - . - v 

. %Vpp^ c6*l liege- relateitf; buSj.ness volume in Maryla,nd 

'BV^ s Maryland bus iness volume 

\ ^ i^sefs^^ valuat ion of Maryland bus Inass real properp^ *^ 

amv^ « ratio of assessed value to ma^et value ^f taxable real property* 

The ' tota I market Val ue of real.bus^Css property is Galculated by 
dividing the assessed value of business pr™erty by the Maryland ratio of assessed 
value: to market ValUe of taxable real property. The ratio of assessed value to 
market v^l,ue is an est i fna^e - f ronf** the State Department of , Assessment ^and Taxation 
based on surveys and actual sale prrces,[2^] The use of "assessed value to ; 
est Nate market Va lue of real business property introduces a potential downward 



bias because during periods^bf rising pri as at present, real proper fcy tends 
tO -be .undervalued" even when re-assessments af-e qui te f requerit . The assessed 
valuation of Maryland business real .property for 1976 also came from the De--, . .. 
partment of Assessment and Taxation. ■ . . s; '• ; 

The tofal Mary^arid business volume is estimated by first obtaining 
the sum of the Sol lar* volume: of rbtif l, selected service|// and wholesale sales, 
and value-added by Manufacturing; In the State. : Because the most recent figures 
are for 1972, thl^um Is then weighted, by the ratio of 1976 State sales tax 
receipts to 1972 sales tax receipts to fflake the business volume estimate more 
representative of current conditions. (See Appendix C.) 

,^ 2 - Col lege- re la ted Inyentory. 

•fhe value of Inventory required to support college-related (tomands is\, 
es.tihiated to be about $15 million. This figurb Is the prpduct of the total 
col lege- related business volume times the estlmatetf avarage , inventorV-to- 
buslness volume ratio for bysines|es in Maryland. 

Value of Maryland business Inventory committed to -col lege-related business. 

\(Ib)cr - -^M (Bv^,) , • . _ f 

: = i-!^) ($123;765.00it) . ' 

^Vatf^iables-. . - • ^ ' . A'' , ■ - ^ 



' ' Ibv B inventory-t6-busine^^vq.lurap rati;q v 
BV.^p' = ctijjege-«laftd' bus i ness vol uffife_^ 

'The rat-'lo of 'iiiventory-to-busi ness volume is computed, from bus iness _ 
income tax returns in the U. S, rnternaV Revejjue Service's SiatisHas of Inaome. 
[kk] The figures represent corporations onlyi'Wt are not significantly altprea 
*lf partnerships with balance, iheets are included. Firms engaged In agriculture,, 
mining, finance, insurance, and real estate have been excluded because the 
asset structure tends to overstate the desired statistics. . The -.12 ratio Is 
an acceptable figurp, but an a'stual survey of Maryland J/iven tori es might have ^ 
resulted in a sl-ightly higher or, lowar estimate. ' . , 

■ The estimation of both invtntory and' bui i ness rea 1 pToper ty^ i s j bas^cl . 
on thu impacL of the' coneges' operation for one year, FY 1977. The col leges J 
as a group have been in operation for many years, and the actual, process of f 
added- inventory Investment has been a gradual one ^f lect i ngtlje g rowth in ^ 
the overall o'perations" of Maryland community colleges. 'Keeping in mind the 
simplified assumptions' of this study. It Is felt that the computations' for 
the value of col 1 ege- I ated business property are a reasona'ble»appro6</'rhation.. 
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How much 'did the credit base of Maryland ' s banks expand as a result 
of the Maryland eommuntty col legies? ■ ' , ; 



The ittipact of the seventeen Mary land GOmmunity col leges increased the 
supply of .credit in Maryland fay over^ $25 nfmion in FY 1977. A bank's credit 
base dependr Oft>the'a^age. TeveT' Of time and demand deposits which the bank 
holds for Iftr Gustomers,., Not all of these depbs its, however, are available to 
the bank for mikiHg Toswa^^^ Investments because' the bank is requi red by the 
Fedei^l Reserve Board toVetaln a small percentage of the total time and demand, 
deposits. . , ■ ' '^■ , rt. 

Average deposits by the colleges, their persQnnel , ar)d Marytand business 
estahl ish'ments as a consequence 'of their coWfge- related business -are available 
to.State banks for loans and investments exS'^ft that small portion which must, 
be held -itv reserve. This study make%- no attempt to assess personal, savings in 
.terms of equity"^ln automobiles ani horae^ and in' financial assets such as stocks 
an'd bonds. ..Li quTd financial assets, such as cheeking and savings accounts,^ a re 
used because of the more obvious relationship to State credit conditions. "* 

■ • ' ■ . ' - ■ . - ' ' '- ■-' ■ ■ 

' ' ' , CB \ : ' 

9- 

Expansion of bank credit base in Maryland from col lege- related depbslts. 
' CB ^ -^^(l-t), [TDc + (TDp) (F)] + (l-d) [DD^ + (DOp) (F) * (cbv) i^sT^^) 

= (1-.03) [$9,507,803 + ($2.063r St.^fii) J'^^'^ ^fc 

(U.17|[ [$1,745,970 + <$379) W^Wl) + (.037J ($1M,765,^W)1; 

" * ' ' '■^"$25.'t?8,780 
^ -^^i Variablasj ■ ^ 

t.^, ^ M^ryl^d tirm depos it reserve requi rfcii«..i- 
tDj^^^ average time depoS'ft oft the college in Maryland banks 
TD, 



s 




r 



m average time deposi^t of each faculty and staff person in 
Maryland banks ' , 

F - total number of facutty arfd staff ^ 

d s Maryland demand deposit reserve requi reVnent 

DDc " average demand depfes i t of the college in Maryland banks 



DOp ^ average dema'nS deposit of each faculty and staff person 
In Maryland b^iwks , 



cbv 



BV 



CR 



jsh-to-business volume ratio 

fl lege- related bus 1 ness vol ume in Maryland 




The average time. and demand* depos i ts of . thr col leges were based on esti- 
mates made by the seventeen corieges. The average depos Its of facul ty and " 
staff require the use of State Board for Community Gdl feges salary Information , 
and statistics showing bank deposits by selected income. categories. Average 
deposits for full-time support sVa^ and for full-time adplniitrators qnd ' 

"faculty were estimated for type of elTtp^oyee using a stujdy by the Feder*T Re- , 
serve Board which showed averager deposits per income category. [32] Those 

.results were then weighted according to the number of support staff and pro- 
fessional staff employed at the coUeges, an'd an average time deposit and 
demand deposit for all employees was computed. 

' ■, . - ■ ■ . 

A.A'lthough the savings .behavior of faculty and staff may not be identical 
to national estlmatrfs, thtfbas 1 c saving rates and motivations for savings should 
nofr;be too dissimilar. These estiipates are also compatible with s Imi lar -studlis 
wftlch used survey dita. Even thosM^dles using survey Instruments to deter- 
mine spending and savings patterns rt^d a high .degt'ee of resistance to ques- 

'tlons concerning f I Hand aT assftts, anf^ften ware forced to rely on national 

savings rates. -/ ^ \ 

' ' y ' - i • . " * M\ ' ' ' ' 

This Is a very rougli attempt*to measure doJlar.^amo6nfls In areas of economic 

behavior that are both conceptually and empt rical ly difficult. It does, how- 
ever, ptov I de a feel fot the Impact of the col leges, on the Stati's credlt .base 
although the estfliiate ©f $25 ml 1 1 ion may overstate %r understatl' the actt/al 
impact. Even If'the figure is slightly Inflated, tlire coll eges still make;a ♦ 
signTf'icaht Impact on the State ',s credit base. - 

. . ; . • ■ f 

How jnucff^ Mary land business volume was unrealized in the business sector because 
of ^he Maryrand eorfeihUY Wljeges? % , ^' . 

To the extent that. the col leges operate business enterprisel, they compete 
with other Maryland businesses. The -dollars that the colleges receive from; the 
\,competIng businesses they operate, such as bookstores,* cafeterias, and day care 
centers; are doTlars that are foregone by other Maryland establishments.. In 
Maryland this business volume Is estimated to be over $5 million. The operation 
of thfise auxiliary enterprises has a negative impact on the private busl^nessi 
sectoVof the Maryland economy which must be netted out against the positive 
a^drt ions, to sales and income in thrf busi'riess sector. 

• ■ / ' . • (BVu)C 

MarylanM business volume unrealized because of college activities. 

= $5,670,513 J " , ' r 

The $5,7 million Includes all revenues received from college-operated enter 
prises as reported ' I n the anqual reports of the colleges. The gross- amount was 
used in order to be compat ibfe with the f I gure\|repr&sent I ng the total -college- 
related 'business volume. ' . . 
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v ' - = mVERNmNT S0i!OR ^ • , ^ , ' 

Wh t re^thS^JoE. Qf the Maryland^cornniurii co) leges takes 

place In ths builness isctdr^ thera are also significant Impacts In the govern-/ 
menr'seetor* This set.of fdrraulas Is designed to reveal the effects of the 
collggeB upon government revenues and expenditures. There Is a temptation' to 
CQmpare revenues with expenditures because it seems logical that if revenues 
ijexceed expenditures, the State and local Jurisdictions come out ahead.. Or If / 
dxpenaitures exceed revenues , they come up short* The formulas, however, are 
intended to provide pnly estimates of the Impact of the colleges on State and . 
local gSvernmentSt A simple balance sheet Is not acceptable wh« so many im-' 
portant, unmeasurable, and Intan^i ble factors. are beyond exact quantitative 
analysis. . / .^ _ — V - , , , ' 

.The Colleges are not ^businesses promoted to bring the State^dded tax 
.dollaoV The State, in its support of community colleges. Is making an Invest-^ 



ment rh education and* the future of its citizens* : ' ^ 

How much tax revenue and transfer payments did the State of Maryland, receive 
because"of "the presence/of the col leges? ^ i ~~ ^ : ; 

The annual tax receipts and outside aid derived from the colleges and from 
col leje-^felated personnel and business actlvPties is estimated to be about $9 
million In 1976-77* This Includes real estate and property taxes, sales tax 
—revenue J Income tax receipts ^ and federal aid allocable to the presence of the 
col leges , \ y 

College-related revenue received by Maryland. ^ 

RcR - (Rr€)cr + (Rnre)cr + (Rst)cr "+ ^^Om +/ (^a)ch + (Rf)cr + (Rf)c 



N 4 



' ^153, + $73,112 + $1,506,052 + $2. i*i45. 167 + $286,196 + 
$1^39,406 + $ii,374,009 

= $8,977,226 . . ■ 

'Variables: " , . ■ , 

(^-RE^CR * col lege- re la Cad- real estate taxes paid to the State 

'^'^NRE^CR ~ CO 1 1 ege- rela tedfip'"P'|>p^rty taxes*, other than real estate paid 
to the State * > ^ 

(^ST^CR ^ 'sales tax revenue received by the State as a result of 
col lege^rel ated 'purchases ■ 

w ■ . < ^ ■ n 

^ (Rj)^^ - Incomi tax received by^ the State aHocable^to college- | 
related influencas 
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« fede rat- a 1 d ^to publjc schools al locable to the presence 
of tt\a coneges ; \ , 

^ federaV revenue sha^ring to the Itata al locable to the 
presence of the college ^ i^N 

- federal a i d foh commun i ty col leges, ^xcludi ng aid to 
students ' . * . ^ 



Fedsral aid for community col;1ege itudenti, which ^comes prim|rily from 
iasid arid 'Supplemental Educational Opportunity Grants and work-|tudy funding* 
Is sxcluded'Wrimarl 1y because this study is not attempting to gauge student 
fnipacts* The^col legek/serve a pass^through^^hctfon. for these funds which are 
usual ly appl ted to tuition and 1 f v/^^^Repieg^ Oth er fe deral aid, as gsportad 
by the col leges in anWu^l audit rep^^^, was ovei fill 1 1 ion, ' ^ 



1 



Real estate taxes. 



" The State received about $150,000 in real estate taxes in 1976'77 as a 
result of the seventeen community colleges. This includes taxes paid by the 
col lege^/facul ties and staffs and by businesses for real property allocable ta 
thei r 'col lege^related business* Only two colleges, Wor-^WIc Tpch and Catonsvill 
piTd real estate taxes Indirectly to the State through rental fees. 

. College-related real estate taxes pal ^ to Maryland* j 

$50 + $110;A37 + $^2,795 
. ^ . - $153,282 




Va r i abl as : 
^^RE^'c 

(Rre)f 



(^re,b)cr 

a 



= real estate taxes paid to Maryland by the colleges . 

^ r^al eS'tate.-taKes. paid to Maryland by faculty and staff 
.iiving^^in ^;(aryland 

^ real estate ta^es paid td Maryland by busmesses for 



real property aNlocable to col lege-'related business 
)/ Faculty and staff real eskate taxes. 



Faculty and staff livrng In Mafylari'd paid approximately $110,000 
in real estate taxes to the, State. Th is was" fou^^^by ^mu 1 1 j ply f ng an estimate 
of the number o f -co ! lege personne I who o^n homes by the amoynt of tax paid "\ 
for an average home in Maryland* v ' 



Real estate taxes paid to Marylandi/by college faculty and staff. 



[(^4,256H (1 - ,^12)] |;0023 



t - $110,^37 

Variables ■ - 

Fj_ ^ number of faculty^ and staff residing in Maryland 

f^ s proportion of faculty and staff who rent housing 

pt = State property tax rate 

Vp^ ^ total assessed' vafuitlon of all State private residences 
^ , • % . - . 

. Npf^ ^ total numbtfi: of pf^Jvate residences in Maryland 

■ ■ ■ ' ■ .^^ 

. ^' The number of faculty and -s%aff residing in Maryland is found by 

multiplying the proportion of Mn-State personnel (used in a formula above) times 
the total number of fulHtime faculty and-stiff at the colleges. This number Is 
multiplied by the proportion of homeownerSp found by subtracting the proportlori 
of renters ' (siee (E|^)p) from one,^ to est imtfte > J:he number of homes that are owned 
by the colleges' faculty and staff, 

^ ^ ^ ^ ■ ' ^ , . ^ 

' The formula assumes .that personnel who own their own homes live 
in facilities of average value. To estimate the assessed valije of the average 
home in Maryland, from which the real estate tax is computed, it is necessary to 
divide the total assessed valuatltbn of all private residences In Maryland by the 
total number of residences* (Both of these figures are aval lable from the De- 
partment of Assessment and Taxation. [2^]) The average assessed value is 
multiplied by the^l976 State property tax rate which Is Iji turn multiplied by 
the number of-homes ownad by college personnel-. 

b) Business real estate tax. ^ . 

State businesses paid almost $43,000 in real estate taxes for real 
property allocable to 'col lege-re lated business. The dollar value of real 
property duetto col lege-^ related business, which is found by multiplying the 
proportion of business volume aHocable to the college times the assessed valua-^ 
tlori of bus iness property , is multiplied by the tax rate to arrive at this 
estimate. . - ' " . 



Real estata^ tiKes paid to Marylartk by buslneSijes-f or rear property existing 
In support of col lego- re la ted business. ' ' 



(.0023) / ?j .^ V^5,0O4 $5.755,276,992) 
J $38,282,022,^00 J 



. = $^j2.795 

Vaf iables : 

pt ^ local property tax ratfe 

BV^^ p cbl Nge^related locar ^usrness vqI ume 



BV, loraWbusi ness volume 

V;^ r assessed valuation of local business real property (see RPBCR) 

2 jr^ Non real p r op e r t y t a xe s . 

V? Property taxes other than real estate that were paid to Maryland as a 
result of the community' colleges vyas' about $73*000, This includes taxes paid 
by the colleges* faculty and staff as well as taxes paid by businesses for in- 
ventories that exist in support of college-related business, 

. tol iega-related property taxes^ othar than real and State," paid to Maryland. 

. - $38353 + $3^,159 , ^ ■ , . 

' ' "^73,-l]2- 
Va rjfeb 1 es : / : \ ■ ' . ^ ^ * ^ 



(^NRE^F * nonreal property ^ taxes paid to Maryland 1 njState ^^acu.l ty 
and staff :/ ^ . \ ^ . 

^^NRE B^CR * inventory and other nonreal property^ taxes paid to Mary-^^ 
* land by businesses for assets a] locable to col lege^related 

.= ' buiiness ^ , 
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a) . Faculty and staff nonreal property tax. 

The value of nonreal property taxes paid to Maryland by In-'State 
faculty and staff Is «t!mated to be $'38,953. Th is assymes col lege faoul ty ahd 
"Staff hdusaholds pay the same proportion of such taxes as other Maryland gltl- 
zenS* • • ^ ^^r-. "v. . 

Nonreal property taxes paid tq Maryland by faculty and staff, 



^^NRE^F 



= F 



L 



- ($'♦,256) 

> $38,953 " . , " 

A/ariablesi : ^ ^ ' . 

Fi • = number of faciilty and ' staff -res i d i ng in Maryland 

' . RqP ^ total property taxes 'for other than real estate or jnyehtprfes v^ 

* pai d to Maryland • • ^ 

Tq ^ totarnumber of households In Hat^yland . 

The amount of property taxes for 'othar than real estate or inven- 
torfes paid t^ Maryland is calculated from^ the ajinual report of the b'epartment 
of Assessments and Taxation. [2^] The number of households In MrryUna is 
calculated by adding the nqmber . of households reported i n the 1970 Census to 
thi estimated number of hevy K&usehol ds added since 1970, found by dividing the 
difference In population from 1970 to 1976 by .the average household size. [25, 

b) Inventory tlx. 

Maryland businesses paid about $3^,000 in taxes for inventories 
allocable to college-related business* Unlike many of the^iocal Jurisdictions 
which do'not tdx inventories as an I nducement to bus7 ness , M'aryland charges the 
same rate used for real property, 23 ceqts per $100 of assessed valuation. The 
estimate Is made by multiplying the tax rate times the col lege-Telated inventory, 

Taxes pai d to Maryland by b^us i nesses for 1 nventof'y a I locab le ^o college^^ 
related bgsine^s. ^ ^ ' . ^ X . ' 
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- (.0023) ($1^^851,800) 



Var iiab las : 



it Maryland inventory tax rate 

) . ' ^ . ■ ' 

(l_) ^ value/of business inventory conmitted to col 1 ege^ r.el ated 

bus I ners 
3 ^ Sales tax. 



land rece i veos^boufc $ 1 - 5 mMlIon In sales taK revenue as a result 
of col lege^ rel ated purchaseffsj nj 1976^77* The estimate is calculated by muH 
^Iplying the portion of the tarol business volume in Maryland that Is ganeratec 
by the colleges times the total sales collected In FY 1977* 

Sales tax received by Maryland as a result of col lege^related ^purchases, 

(Rst)cr.= ^st) 



- {$465,8^0,^88) 

- $1,506,052 



/ $123,765.004^ Y 
I $38,282,022, 100 / 



Var i ab 1 es ; 



^ ST - total sal0s tax collected In Maryland 

' BV^f. ^ CO 1 1 e'ge- rel ated business voluiTie 

C R ■ ' 

BV^ ^ Maryland business volume * . i 

T^e amount of sales tax collected in Maryland is reported in the 
troller's Annual Report for FY 1377^ [10] The other variables have been used 
previously. 

^ - Income tax. 



Col luge fnculty nnd staff paid the State over $2 mi I I ion in income 
taxes based on tfio i r ch I 1 eyt* ea rn i ngs . Th j s Is ca I cu I a ted by inu I t i p I y i fuj t fuj 
p r opD r t I on n f pe r so n nc 1 I i v in g in Maryland t i nie s the amou n t of total conip e n s a 
t i on req u i re d f D r St a t e i n come taxes. 



. ■ ' " ■■■35 

Col lege- re la ted income taxes collected by Maryland. 

(R,)CR - (is) (Wp) 

- '{:S5k) (.031) ($82,679,6)8) 
= 42,^^5,167 . ' ^ 

Va r I ab 1 es : \ 



ig - proportion of faculty and staff living Maryland 

f^ = proportion of Income paid to the State for Income tax 

W^^ = gross compensation paid to faculty and staff " " .^A^^ 

The proportion of income paid to the State for income tax in FY 1977* 
which is the same as the effective tax rate for all Individual tax returns, is 
based on figures supplied by the Incoi^e Tax Division of the Office of the 
Comptroller of the Treasury. [9] The amount of gross/compensatlon is ta^en 
from the annual aud^t reports of the colleges. 

5 ^ Federal aid to public schools. 

, if 

Another source of revenue for Maryland Is federal aid payments f^n^ 
' special functions. This study estimates that almost $300,000 of the total $89 
million in federal funds coming Into the. State for public schools is dye to the 
number of children from col lege^related, families attending public eleipentary of 
secondary schoois.' It Is. assumed that pub lid schobl operating costs arc dire^l)^ 
related ^to the number of students enrol led. f 

■ " . ' : ■ - ^ i 

Federal schOQl a 1^ allocable tto children of col legeT^rel ated families, 



\ 




\ 



i(4S9, 320,390) 



- $286, 1 ' ^ ^ ^ , - ^ 

Vcir lab les : J ' ' . C 

Apg - tot a) fncJertil aid to publ ic schools f 

( C H p ^ ) ^ - n I inU) o v n t f a c u 1 t y and staff children a 1 1 e n d i nt j \) u t) 1 i c c \\0o I 

CM - L o t a ] [uinit)tM o t c h i 1 d rt^i a t t n nd i nc) pu li I i c s f fioo Is ^ 

PS 
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Enrol Imen t .data and the amount of faderal aid to Maryland public' 
schoO'lSi which includes funds for €sod service programs, come from the Maryland 
State Department of Education. Some of the colleges were abler to provide 

the actual number of faculty and staff children in public schools from local 
survey data. The number for the other colleges was estimated by first dividing ^ 
the* total number of children enrolled In public schools by the number of house- 
holds^^^nd then multiplying this result by the number ofvfulHtime faculty, and 
staff. This assumes that each faculty and staff person represen^ an average 
household in the local jurisdiction In whi'th he or she Vi ves * The estimates 
calculated by this procedure were significantly low^r than the aetual data sup- 
plied by college surveys. This suggests the estimate of federal aid that is a 
result of the children of col lege-related "^aml 1 les Is understated^ However, 
there is no hard evidence that hou|eholds of comnunlty college personnel are- 
different from average households or that they are more likely to send their. ' 
children to pubTid as o^,posed to private schools. 

6/^ Federal revenue sharing. ' 

— ^ — ^ 

The State also receives aid from the federal government on a per^capita 
basis. Through one of the newer forms of aldj federal revenue sharing, Maryland 
received about $1|0,000, in FY 1977 due to the presence of the colleges' faculty 
and staff^^nd their families. This amount is calculated by multiplying the num^ 
ber of pe^ople in f acu 1 ty^ s ta f f households by the average per capita amount of^ 
federal revenue sharing received ty Maryland; 

F CR 

Co 1 lege- re 1 a ted federal revenue sharing received by Maryland. 




V cT r i a b 1 e : 



^ - ' $^(,1 70,600 



S I J4 , ^.06 



1-H .= tijieil nuinbei LJ t ptirtiunb in Mdryldnd fdculty and Staff household? 



^ . POP. 



t e cltM rj 1 revtMUit; "ihcif 1 ntj fece i vud by Maryland 
toLcHl rusidunt popultitlnn 



T h t ' t ( )1 1 n I t' f { J f [ ) 0 r ' 1 Q n 'r^ j- n \ a 0ti' 1 L y ci n d s t ri f ; f f i nij sv^ hi o 1 h i tv' is ' f t i inn I o d 
by [mi 1 f I [:5 I y i ntj t lir nu(it)rr r? f f u 1 1 = L 1 r]/e [)tjrsonnc) by the cl vo r*ac}e' hipus ehc) 1 tl ,r>=i'/(^ 
in Mnrvlarui. f ti i s , is mumps u tin in thnl c tin r ac (: (mM s t i c s of pfMiplo \%nrk'\\']i\ n t. i oin^ ' 
iiiun i t y toMtMje:', nrc^ rnu s i tjn i f ict-mtly cliffcrent I r tjiii nvei^rujc Mn r^y I nndu r s . I tuj 



amount of federal revenue sharing for Maryland came from the Office of Revenue 
Sharing, U, S. Department qf the, Treasu^^. The local resigent popu fat ion^^i^ 
based on es t4%ates by the Maryland Department of Health and Mental Hygiene. '[25]' 



How much ^ re venue 



the seventeen cpmmunity 



ue ^id the 1 oca 1 J u r 1 sd i ct i ons receive because of the presence of 
n coTTimunity col leges? ^ - 



The local j urTrdrct i ons which support a community college received about 
$^6 million in annual tax receipts. State and federal aid, and other local gov^ 
ernment receipts derived from the colleges^ thfir faculties and staffs, and the 
related business activity. (This includes Strf^te and federal aid for the colleges,' 
but not student -aid. ) In 1976-77, the 1 oca+^ j ur i sd i ct Fons spent $^lj757*2if^ in 
support of their lo^al community col 1 e-ges , Tab 1 e ^ compares ^ the revenues re--, 
ceived by the State of Maryland w j th-^hos^Tece I ved by the local jurisdictions. 
In so#e. cases the two figures can be added together for an estimate of the total' 
revenues received by all Maryland governments. The total figures did not in- 
*ciude any State aid to the local jurisdiction because State aid from^ Statewide 
perspective is not a revenue. (From a purely ,local perspective^, however, it is 
a de f 1 n i te bene f i t or revenue.) 

Generally the same .formulas used tn the State study were used to estimate 
revenues for the local i sd i ct i ons which support community colleges. The 
local estimates represent the sum of the individual college estimates. Because 
^aggregate data is used, some of the ^ej^t I ma tes may appear to be too low in com- k 
parison with the State figures. Gi/en the nature of the local piggyback income / 
tax rates, for example, it would sspm that the local f igure should be about half 
of^lhe. State figuref The reason this does not happen is the yarPjance in resi^ 
dency aatterns. Over 90 percent of the personnel from a co-Hege |iay ] i vfe in 
Maryland, while only 60 percent live In the M oca 1 jur i Sydict ion 1 n Vh I ch/^ the cf)- ^ 
1 otji! i s 1 oca ted , Vj^^ 

How- much did It cost the State of Maryland to provide services for thej 

and the fr staffs? 

— - — ------ — 

Maryland spent about^$8.8 million to provide service^ and public schools . 
for the colleges themselves,' their employees ^ and^thej re fa ted bus i ness ' i^c t i vi ly . 
The formulas used ^to arrive at this estimate emphasize population relationships. 
The population basis for allocating costs of services to a college area may cause 
an overt3St imat ion of the costs of services to the college by Implicitly under- 
estixiiating the services rendere%>to business es tab 1 i shmf n ts . Businesses are 
usually capital Intensive;, and .because a college is usually labor intensive, the 
sha-re of qovernment expenditures will probabl| be higher tHan It wduld be for 
an industrial I ns ta I 1 a t i on = \ ' ^ 




r 



,<i 1 I cqn - re 1 n r (mJ cost':, of Sttitu cjovp rnmen [ servitf 
■ - $6,917,'t-B^( + SI ,9 1/?.;:3't 
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« $8,829, 71'8 , ^ 



Variables: ^ % 

(OC^)^P^ = operating cost of government-'provided services allocable 
; ' > to col lege* rel ated In^fluences 



J^Cpg)^^ ^ operating cost of pul^PIc school s a ] 1*ocabl e * to^col 1 ege^ Kel ated' 

persons , , ' ^ 

1 ^ Stata'-provi ded services. 

The cost of seryldes other than publ ic schools provided by Maryland to 
^ cdl lege-reiated personnel and businesses was about ^$7 million in FY 1977* The 
allocation of these costs Is made on a col lege^ rel ^ted , ^per^capl ta basis. Two 
components are used In the equat i on i__J_nc 1 ud I ng the number of full-time faculty 
afhd staff at the collegeSj and the total number of persons in faculty and staff ^ 
households resT d I ng wi th i n Maryland, Each of ^these components Is expressed as ) 
a proportion of the total daytime or resideht population of the State. They 
are then added together and d>trtded byr two to avoid double counting. ^This method 
weights equally the costs of/services for commuters cowj^ into the area and for J 
those living and working in/Maryland* Because alfpost aVl college personnel live 
in Maryland, assigning different we 1 ghts^wou'l d make little significant difference, 

' " " ■ ■ J . 

College-related costs of State services other than public schools. 



r 




$'4,^61 ^f - $13,832 



I 



\/a r i ab 1 es ^ 


\ ' 


F 


tota 1 




Lota 1 








tota) 








t n t a 1 




1 ^MS " 


Mary 1 



^hS70.(>00 _ 5^, 170. 600 j (S3^,,53i,,:ooo) 
S6,9]7,it8tf 

I. 



V. 



n t po p u 1 a L i on Ma r y 1 a n cf > 
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The ^^rV t ime population of hfe^rylaiijd is based on Census data and estimates 
•V' of comrputing V« made by itKi State D'epartment of Planning along with recent 

^ * popula'.ti on estTmat"es of the Department of. Wealth and Mental Hygiene, [25] The 
' -J^"' daytJrne population tends to be lower than the tQtal resident population because 
-of the number of people commutihg to Wash i ngtor^ from Prince George's and Mdnt^ 
gomery Counties, although some of this outflow is balanced from commuters i n to 
the Baltimore area. The operating budget for FY 1977 of the State of Maryland 
came from the Comptroller's Annual Report and excludes federal funds. [10] 

/ i 

-2 P ub \ \ c s chop 1 cos t . 

The State co^ of providing pubHG schools for children of college faculty 
and staff was almost i inill4on in FY 1977- The same logic used to estimate the 
costs of other State services is used in this formula. The ratio of the total 
number of co 1 I ege^ re^l a ted children attending public schools to the total number 
of children attending public schools is multiplied by State expenditures for J 
^ 'tf public schools for an estimate of co 1 1 eqe^ re 1 a ted costs, 

\ \ 

; (OCps)cR : 
State cost of operating co 1 I ege^ re 1 a t ed public school services, 

(OCf 



^PS^CR ^ I w— I PS 



I $861 ,693 / 



- $1 ,912\23^ 



($596,598,000) 



y n r i a b 1 i 



( CH„ ) r - nunifje r n f f acu 1 ty and s ta f f ch i 1 dren. d 1 1 end i nq pub I i c s chou 1 s 
in Ma ry I and 

C H - _ ^ I n t a ] n u n i L> e r u f c h i 1 d r e 1 1 a L t e n d i n g pu b/I i c s c h no Is in Ma, r y 1 a n d 

p ^> \ 



McirylLiiid's t^Ap^ndHLureS fur" public huu I 



1 h e r 1 u 1 nt) t ' t t. J t u h i I en a t L e f 1 d i n t j p u b I i c s c huo 1 ^ r \ d t h v- r i ui n b r o 1 t a c " 
ulty.arul staff children atteWiny public schools Is takun^frofii the revenue 
f ( ) r fi 1 u I a s u s e d e a r 1 i r . T Pi c o p c r a t i n cj b u c I c] e t q f ' p u b 1 i c s c h oo 1 s 1 n v M a^f^ y 1 a'*! i d ' in 
FY 1 9 Tl c a n le f r c ji 1 1 t h t )f n [ u r ( ) 1 1 e r ' s Ann u a I R e port a n d c I o e s n o t .1 n c 1 v- f cdc v a 1 
funds. [10] ^- J 



( ) rfnu I a s t. 
V 1977 c. 
I c 



i' 
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What is the value^of State property related to services prlDvided for the colleges 
and their employees? ~ . " , ~ 

The dollar value of State-owned capital facilities that exist In support of 
services provided to the col leges and their staffs was estimated to be about $1.3 
milliten. This estlmat4 6f re 1 ated cap I ta 1 fact lit ies /does n6t attempt to state 
how much capital outlay would be needed specif i^lly to provide those services. 
That kind of estimate would involve assumptions about the nature of capital In^ 
vestment, the scale of operations at the time the investment is made, and other 
factors that afe not considered in this study^. Becausfe the valuatibn of public 
property is likely £o be considerably low^r than Its true value or replacement 
costi, the estimate may be understaBed. ^ 

y a I ue ol^ c 1 I e qe ^ r e 1 a t e d State property, 



( $3 J 15.9^^-^,000/ 



($586,902,000) 



$1 .302,939 



' V.ir iab les 



(OC^)p^ - Operatinq cost of S ta te= p rov i ded services allocable to 
1 1 cc|e= re 1 a led i n f 1 uences 

Bj^e^ ^ MarylWd's opurating budget except public schools 



GPj,^ ( - value of all State property except public schooh 

Ihe. estimate is made by inultiplying the proportion of S ra Le^p rov 1 ded services 
Ifiat <ne col lege related times the estimated worth of Stateyowned property. The 
value f)t Stare-owned property is estimated in the Annual Report of the Department 
c)t Assessnients and Taxation. [2^] Because the State rents facilities to house 
the State Department of Education and the local j u r i sd i c t f^bn s own public hchool 
property, the amount of State-owned schoo 1 - re I a ted property is neqllqlble, and', 
the ret (Mr, not included in the rnrinula- < 

H ow much i^al estate taxes are furegone by th e St ate ^of Maryla nd becnus(f of "the 
t a X excmp t s t a t u s o f . t hc^ c o 1 1 e cj e s ? - - ~ " ^ 

The State foregoes at leost $22,000 and the local j u r i sd i c L I ons anuther fia 1 f 
million dollars'^ real estute taxes [)ecause tfie land occupied hy \Mv Marylantj 
comnidn I ty ^ol 1 eges lias been taken out of the pro[)crty t)<ise . There are two ways 



an estimate 0^ fof^gone property taxes can be made. The first would invblve 
.est imat i ncj the value of the coll'^ges' property at the average □nit-area value 
of property in ne i ghborhoods adjacent to the campuses. One pro^^m in doing 
this is determining an appropriate market pric^ which woul d have pr^a i led i n ^ 
the absence qf the col leges . It cou^ld be argue^that property values in adja- 
cent areas^ ^4ve fieen positively influenced by thk presence of the colleges and 
that those "mcreases which result In higher tax.^evenues should be added to 
the positive cont r i b.ut i on of the colleges. The difficulty of determining market 
val'utes for all of the colleges which are located in both rural and highly urban 
piacesMnade the second alternative fj6r estimating foregone taxes more feasible. 

The second procedure I-s based on an average Statewide unit^area value. 
The total real estate taxef collected by Maryland is multiplied by the propor- 
tfon of, total land held by the colleges. Real estate taxes paid by the colleges, 
which are neglig/ible, are subtracted both from, the amount of reaV estate taxes \ 
collected by Maryland^ and from the amount of taxes allocated to college property. 
The result is probab^^far too /ow, but use of the first procedure would require 
extensive knowledge about the real estate val?ues and local land markets. 

Real estate taxes foregone through tax=exempt status. of the colleges..^ 

-L 

= ($51,^11,568 - $50) IhMll $50 

■ 9,970 
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real e^lutt: idxeb collected by tfiu State 



' ) r tjs tutt^ td^es paid to Mary I and by Lhu Lollocje* 

^ RE c 



. Q =^ cjcug f cipf I i ud I cHcci uf Mdfyldfid cxclubive of Ihe culltuies 

The totnl redresidir inxus uoMcLiud by Mlnyland I ii 1 9 76 ^ 7 7 ^onie s t 1 uin 
ttu' Anrfudi Repnrt of tiie Dupnrtinent uf As^^essment and Taxntion. ['/^^l Uu: loI 
leqe rncilities offii^os i^rt^vided Lite durencje of Uie i r i ns t i t u t i uiis wfi i iJi whs 
tr.ur.ldUMl n~\U^ S(|Lidrt^ luilrs. Tfit' total squdre niiU^aqe of [he State t ofiie^ 
I iie Ma r y land Mariua I . 1 ^ 



■ . * t 

> What Were ^Che Qosts to the local Jurisdictions of providing services to the 
colleges and their faculty and 'staff? " , " ~ 

The local governments have similar college- rel ated costs* to the State In 
the provision of services; in the costs of property existing to support these 
services, and In foregone ' rea 1 estate taxes. Table 2 compares local costs with 
State costs. As in Table 1, some of the figures can be added together to get a 
Statewide estimate of total government costs. This Is Important since community 
coljeges are a joint State-local venture* The value of local government propiTty 
may seem hi.gh, but It includes all public school property which is extensive. 
The imount-=of foregone real estate taxest Is also significantly higher but that 
is due to the tax structure of local jurisdictions that depend much more heavrly 
on property taxes than does the State. • ^ J 

One variable included in Tabie 2 but not included in' the State estimates 
of government Impacts is the value pf mun I ci pa 1 - type services that were seTf- 
provided by the colleges. Institurions such as colleges often provide some of 
their own sanitation and security services to supplement those offered byjocal 
governments. They also may pay for the lighting of some areas, such as streets 
and parking Jots adjacent to their own property, and sometimes maintain or 
partially ma i n ta i n . pub 1 i c areas with street and walkway maintenance, tree trim^ 
ming, and other* services The colleges estimated they provided about $1.3 - 
million of these local services In FY 1977* 



GENERAL EhlPLOYmNT 



How man^ f^_l 1 - 1 i me jobs are aya i 1 ab 1 e j n Maryland becatise of the operation - 
of the seventeen communl ty coj^leges? ~ 

Almost 7,000 jobs In Maryland are attributable to the presence of the seven^ 
teen communi ty col leges , This included the number of jobs provided directly by 
the colleges and ■'those c rea ted i nd i rect 1 y by col lege^ re 1 ated activities. Addi = 
tional jobs are created not only in the business sector from expenditures made 
by the colleges and their employees, but also in the governnient sector which 
supplies services, - ^ ^ 



Number of Jobs a 1 1 r i bu t ab 1 e to presence of Maryland cornmunity colleqes. 



J„=(j).(F) , 

,= (1.5) \^ 
= $6,692 
Vii r i tib 1 cs : 

j s= cmployrnent rnultiplicr eFf'ecE (see Appentiix A) 
F = to tell ruimber of faculty and sinff 
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Jhe eniplo^ent multiplier effect is based on the same theory that deter- 
ml no/ the expendfturc multiplier. For an area -the size of a state, K5 is con- 
siderecj to be an. acceptab 1 e , if conservative, range, (See Appends x A,) The 
muUipjief is^^ltipli^d by ' the xiumbe r of faculty and sfaff, which inciude all 
ful 1"'t imelpers^^l at'ttie colleges in 1976-77. for an estimate of the total 
"number of jobs in Maryland that exist because of the colleges. v_^_^^, 
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PART I- ECONOMIC IMPACT OF EXPENDITURES 
CONCLUSION 



The major Impact of Maryland communi ty colleg'ea. is still def ini tely relatec 
to the principal mission of higher education. Education and training provided 
by the colleges increases students- potential earning power and enriches their 
lifestyles. I n ftil f i 11 i ng ^ the pr Imary ml ss Ion, the colleges assume many diverge 
rol esrThe^ study shows that the seventeen community colleges utilize several 
resources from the local commuai^ties and the States while contributing resources 
of their own. The faculties and staff who are employed by the colleges also are 
active partlelpants in the economic 1 ife of the State. The communi ty col leges 
of Maryland are not only^an excellent educat i on«l benef I t , but also a solid 
economic advantage to thai r commgni ties and ^the State*' ' 



PART ih HUMAN CAPITAL INVESTMENT 
CHAPTER 1 , 



. EducationHs one way that- people Invest In themselves. By paying some 
costs in the present, they can generate greater returns in the future. As the 
term human capital" implies, Individuals have certain capacities oV skills of 
a cognitive, physical, social, or psychological nature with whlch'they earn a 
living. Higher education is capabje of teaching a person general facts, the 
-use of specif,^_.too1s, and general problem^sor-vlng techniques. Higher education 
also can influence a person's behavior by making him more tolerant of diversity, 
better able to stand stress, a better leader, and mentally mWe disciplined. 
All these factors could make a person a more pFoductive and eff^tive worker 
and, therefore, able to command a better income. 



There has been considerable study and much controversy about how educatloh 
and earnings are causally linked. While there may be some doubt as to whether 
education is a sufficient condition for obtaining a higher paying job 'It does 
appear to be a necessary catalyst for at least the majority of the population 



Economists have known a long time that people afe an important part of the 
wealth of nations. But what, ma have failed to examlne is the simple .truth 

- ^ - ^ - -- ^ . . _ t these 

investments are very large* 
Many paradoxes about a dynamic economy can be resolved once human investment is 
taken into account, ^ . . ^ 



How are human ca'pjtal investments reasured? 

Three approaches have! been used to quantify the Impact of human capital. 

Often a simple correlation Is made between.some measure of educational ac- 
tivity and an index of economic activity. For example, enrollment ratios have ' 
been correlated with GNP per capi-ta, indicating a positive relationship How- 
ever, this fails to show cause and effect relationship. 

The'-residual approach" assesses the total Increase In the economic output 
of a region for a period of time, measuring the Impact of identifiable Inputjs 



and then attributing the residual to unidentifiable 
of which is human capital. 



inputs, the most important 



The third approach, which is used most often in human capUal research 
contrasts the future lifetime earnings of people with less education with people 
that have greater educational attainment. The rate of return method seems to 
be the most precise because it relates not only benefits but also, costs. 
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To Calculate a rate of return, i t ! s .necessary to" know how much education 
cost; h3w much the college educatea earn compared to those ,wi thout a college 
•eduction! and how muth those future earnings are worth today. The comparison 
of t^ie ;osts and benefits results in a measure of human capital investment. 

How are future earnings Estimated in t erms Of today's value?^ f 

'"Present va 1 ues" a re obta i ned from expected future values by a method 
•economists call discount! ng. sThJ s concept is as important in the financial • 
worlSa t is in the economist "s theoretical world. Proipective Purchasers 
of any asset have their eyes on future income or '"^'■"f^^/^f '5^ 
ownership of the asset. Their demand for the asset reflects heir ^^t.mate^ ^ 
Xf the total future earnings. That is why. for ^^^'"P f j «^^,f f ' ^^^ce 
Deration that is not earning any net income now may sti 1 sell for ? high price. 
U is aUo the reason that some people invest in education even though there 
may be a net loss Jn tfre present or immediate futum. 

Wealth in the future! however, is not worth as -""^h" wealth now Con= 
slde^ the Investor that can ordinarily earn 10 percent on his money. For h.m. 

0 a ear from no. is worth only $10P now. To determine the present value 
he discounts future wealth.at the rate of 10 percent. He divides $110 by 1.10 
(t plus iS percent) to obtain the present value of $110 a year from now. 

Monev available today can begin to pay dividends Immediately, whi le money 
avallabrin the future cannot. Even though a person with higher education may 
be able to earn more than someone with less education when he is n his fort.es 
or fifties, he might have come out ahead if he had continued working and in= 
vpsted his money In a certificate of deposit. ■ , 

The same theory is used to determine present value from P° ' " J " f f , 
future Far example, how would our Investor determine the present value Of $100 
four years^from now? The present value of $100 received four years from now is 
|?o5 divideaby 1.10 to the fourth power (l.Wl) which works out to about 
$68.30. . ' * . . 

The following Is an example of how discounting works in making an invest^ 
•ment decision and why present values are necessary. 

JOB Jones has $10,000 which he can Invest In a I ngs' account that earns 
10 percent interest a year. He could also ' ' 5 ""J ' ' ' " 

Dated net revem.es of 0 the first two years, $1,500 the third Year. .2 000 
?he1ext t^y^ $2,500 the sixth, seventh,, and eighth years , and $i..000 
Che following two>ears. Prof I t becomes neg 1 i g i b 1 e ^pas t that po mt . 

At first glance, by adding up the profits, it wouM appear that Mr. Jones 
would rrceivr $21-000 return on his $10,000 investment, which would bo gredL^r 
Th^ L turn^fro,n the savings account. But the $J 000 he ^rns :n 10 years 

K o, worth as .uch to hin, as it would be if he-^-cou d invest .. now. By 
^^,,i,„..ti„,j Ihu pr.senl v. luc of those, net revenues, hn cnn decide ,f he .hould 

invost his money in the rfew business. • ^ X 



THe discount rat^.used is the best intere^st avaM a quaranteed i J 

vestment, *whlch for Mr* Jonas is 10 percent, The.prigsent value of the net gains 
•Is $10|834» which is only slightly greater than his Initial investment of $10,000 , 
.and slgn*/f leant 1^ less than he could earn by putting his money In a savlngi^acv^ Y 
count. Part of* the* reaspn for this Is the low retunns early in the life of the^*^' 
tnvgstment. Jiad he earned $4,000 after the first or second year of operation, 
the results would have been s i gn r f leant ly different* 

The concept. of present value Is Important because h^man capital' benefits 
^accrue over a l ifetime^ 1 1 Is necessary to l<now the present value of increased 
earnings due to education during a person^s entKre productive Ufetlfne* I 

It would seem to be a lo| easier to Just add all earnings differentials 
inst^ead of gplng through the complicated discountmg procedures. That sum, ^ 
however^ would not mean- very much to the student ^h i nk i ng about making an In- 
vestment in education or a government trying tcT^ssess costs and benefits. Just 
as apples and oranges ^innot be added together, dollars from different years 
cannot be added together without distorting the results, and overestimating true 
va I ues . . v " ^ 

What are the co^ts o^ hufrfen capi tal inves^ents in education? . 

The costs of e^dUcatlon can be divided intb two categories. First| there are 
the direct costs of salaries, suppi les, buildings, and student tuitioin and fees* 
Then there are indirect or opportunity costs that take the form of foregone stu- 
dent Income or foregone tax revenueSt 

Many researchers feel that foregone Income is the primary cost of direct 
and indirect expenditures In education/ This Is the income that a* student 
could have earned if he worked full-time rather than attend school. From society's 
point of view, foregone Income ref I ects output that Is not being produced because 
a potential 'labor source has been withdrawn from the labor market* 

It is true that the foregone earhings cost is not out^of-.pocket , but it 
does Impose a financial sacrifice, particularly on low Income families* illus- 
tration 2 in^dicates h®w the inclusion of foregone earnings shifts the" major 
burden of financing educat ion, from the public to the individual and his family. 

What arg the benefj ts of human capital investment In education-? 

On the plus side of the question Is the I nGreased|>p'oduct i vi ty that comes 
as a result of education* The mair^^/neasure of thi's proauctlvity Is th^rhigher 
earnings *s^tudents get because they attended co^Ilege. This study was n^^rested 
in the difference In earnings between high scfropl graduates and ^those with some 
colleqe education. Students can also receive benefits in the form of financial 
did or scholarships WhI le they are^in soj^ool*^ Society as a whole benef I ts f rom 
the increased pro^kict i vi ty as well as the greater tax raV^'ues from the increased 
wages , 
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Source of Revenues FY 1977 



^ 





Wha'fa^ls di fference^ between social hunian, capital asyoppos^d to prlva^te 




.When looking at private huma^n ci^ital Inves^ents, only flrfc tors fact I n^^* 
^the Irtdtvldual are ^ons idered. On the^ost sideward tuition 3nd feesi. fe^ks 
and iupplieSp and 'foregone edrnings. On the benefit sidb are finarfcial aid 
and the present value of earning differefltials. This Is the same information 
'that a Srtudant prdbably us^s in making %fs decisions about whether or not he 
wants to :go to.colleges where he wapts to go^^nd what will be* his future 
benef i ti^.* tfr'does not cons ider other nort^ianomlc factors which may forv some ' 
peopFle'^^bfe moi-fe impfor^tant than the economr&^nes. 

The social human capt tap model takes Into account an costs and benefits , 
to society as an economl c entl ty * To the student costs are added the pijblic 
costs of subsidies to higher education* For Maryland community colleges the 
largest portions are contributions f rom ,the State and 1 oca 1 governments , Th€\ 
final figures reflect' the value of the Increased product i vl ty on society as'a 
whole. I - 

What do the numbers mean? ^ ^ 

There are two ways of calculating human capital investments. Ohe is to 
simply estimate the present value of all the costs and compare it with the 
present value of all the benefits. This resul tl i n a dof 1 ar amount that can be 
compared with other investments! Much depends on the discount rate selected 
since a high radS will yield lower returns than a low rate. This is 1 1 lustrated 
by going back to the example of the investor who was computing present values 
of $100. The present value of $100 a year from now at a 10 percent discount 
rate Is $90, 9K If a 5 percent discount rate is usedj the value would be 
*$95,2^V For investments that stretch out for long periodE 
educa,tions this can have a huge impact. 



of timej such as 



Another way of looking at human capital investment is by computing the 
"internal rate of return." Instead of the discount rate being sel ^cted^^ecause 
of present market conditions or common assumpt i ons , the discount ^ate is com^ 
puted. Hn the first method^ that amount .becomes 0 and the unknown in thn 
equation Is the discount rate. This is used more often because it al lowis 
compar ison wl th those investments which have a guaranteed rate of return. Fors 
example^ this study estimates that a woman who is unemployed and attending a 
communi ty col lege full-time can expect a 5 percent' retWn on her investment ^ 
In education. AljUiough she probably could get a better return i f she worked 
and Invested the *oney spent on tuition, fees, books, and supplies, she may 
feel that .the noneconomic benefits .combined with the expected economic benefits^ 
make higher education worth her time and expenditures. 
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SUMMARY OF HUMAN CAPITAL IMPACT 

" ■ . ^ ■■ . ^ ^- . r, . ^^ 

How much more mqn&y'^iif present dol la rs' wi'l 1 a Mafytarid cQmr^uniiv co 1 lege .studeint 
" ^arn durlng^hls or her 1 ! f e tt^han ^ ichool graduate? 

— — \ < / - A • . ^ . 

Orr the average, a student will ea^n between $4,3^6 and $17,3^5 morej de- 
pendmg/on^ the assumpyons made and ^tne discount rate selected. In computing 
th^e amounts, costs include the amount the student spshds for tui t ion and fees, 
bodks an^:%tJppl ies , and foregone eaHiings. benefits are the di'fference In earn- 
ings between a high school graduate -and a person with less than three y#ars of 
higher education. The first number is a more conservative estimate that was, 
computed with a 10 percent discount rate. The spcond used more liberal Assump- 
tions, including a 5 percent discount rate, a 3^5 percent growth rate adjustment^ 
and an' abj 11 ty factor of 15 pi^rcepit as opposed to 25 percent • ' , * 



How much more money in present dol lars wi 1 T be earned by Maryland community 
col lege students enrol led in college In the Fall 1976 semester because of the 
total investment by the State of Maryland^ the local jurisdictions ^ and the 
s tudents thamsel ves? " 

The social human .cap i ta 1 model i/hich takes Into account al 1 "cOsts and bene-^ 
fits to society as an Economic entity, is used to answer this question. The ^ 
pr#sfent value of the Increased earnings from community col lega sttidents attend- 
ing schools during the 1976 Fall semester is between $236.7 mijfion and. $1,230*7 
million depending on the assumptions made and the .discount rate used. To caH 
cujate these** figures , the social returns for individuals had to be computed, ' ^ 
The average sooial returns accrued by each student^ including f ul 1 n and^ part-'t ime 
students, ranged from $3*078 to $16^008 dependfng on*the assumptions* This Amount 
was then mul tip*l led by the total number of students attending a Maryland community 
col lege during the 1976 Fall semester. 

What is the present value of the additional State artd local -tax revenues 

generated from the increased earnings? - 



The present value of the addit 
will collect on the increased earn! 
$25.2 ml H Ion and $77*6 million dep 
count rate used'. The cost side of 
foregone taxes the State and local 
students who were either unemployed 
which made up the benefits were cal 
tiajs by 5*6 percent, which is an e 
income paid in State, and local taxe 



lonal taxes the State and local governments 
ngs of commun i ty col lege students is. between 
iend]ng on the assumptions made and the dis^ 
the equation was primarily the amount of ^ 
j ur t sd i ct Ions did not receive for those 

or employed part-^tlme. The tax di^f ferent lal s 
culated by multiplying the earning different 
stimate of the average fraction of personal 
exclusive of the ptoperty tax.^ 



How mu 



ch money did Maryland and the local J ur I sd ^t lons,.4^e5 1? 



The total contribution from State and local sources In FY 1977 was $68,316,884 
for cre-dlt enrollment, including restricted andVinrestri cted funds, A little over 
$55 million was spent for operating or unrestricted expenditures for credit en= 
ro 1 1 men t . » 
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What wa-s th^, internal Irate of return for Marylancl community college students 
in FY 1977? ^ " ^ " \ ^ ^ ' / - 

The average CCTnmuni ty col lege studen^ who attended college di^;fng th©* 1976 
♦ Fall semester will receive almost a 27 pef cent, return or^ His or henr investmerit 
in higher edudf tlon during a l ifafrlme. The percentages are wrdely parted ac-^ 
Wording tp tha status of the s^tf^nts, whittle ri they were fulH ofi pWrt'^timep^^^ . 
©(nployed or unemplcfyed, male or finale. The internal r^^s of return range 
,fr^pm 3,6 percent for part-time female students who werfi unemployed while in 
dol lege to more than 100 percent for full-tlnle male students who were employed 
f^ll-tlme while in college. Two major reasons for the disparities in the rates ^ 
of retMrn were the foregone earnings of the unemployed , students ^ a^d the ten- 
dency for women to drop but^of the labor force during .some part of their careers. 
Women who do not ihterrugt-^hel r work careerman ^eK^ct returns simi lar to 
those of men* ' V 

What was the internal rate of return^or the social investment made fay the gubl ic 
and thfi^-tudents In FY 1977? ^ T ^ ^ 

, -> - . " " - : ■■ ; ; : . . . . 

The average^rate of return for the social investment in an^^4ndl v i dua 1 is » 
almost iS/perxent for Fall 1976 students. The same method usi^ to determine the 
present value of the total social Investment was used^ to calcul ate the social 
return- Firstj^the individual social rate^of rtfturn'was computed from wh ich .the 
systemwide average was determined.. The social rates of return for the different 

;kinds of students ranged from ilk percpnt for part-time female students who were 
unemployed while In col lege to 45^8 percent for ful 1-time male students who were 
employed ful Htlme whi le in col lege* 
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PART Ih - HUMAN CAPITAL INVp 
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CHAPTER 2 



, ; Studies of human capi tal invfestment in {higher education have, for the most . 
pap4«, dealt only with the economic costs and benefits. Calculation of rates of " 
ji^urn on an investment fn education, howevef, fall tojnclude both external 
benefits accruing to .society at large and nonpecunlary benefits accruing to the 
IndivlduaK Although the omitted items are difficult to measure, they may take 
on more significance In the future. For example, higher educatlpn appears to 

, make impdrtant contributions to the qua 1 i ty of citizen and commgii I ty^^r 
bllfty, and providesr access to a range of options and opportyrn I t^s that might 
otherwise be closed off to certain people. In additipn, Increased education may 
narrow the gulf in understanding between people of dlffgrent backgrouTids, An- 

.^tfier important benefit can also be the^reduced transfer payments for welfare, 
unemployment compehsat Ion and delated programs which go heavily .to the less edu- 
cated. ^ ' , ' 

■ ■ ' / ^ ■ r \ r ■ ' " ^ 

The distinctive charactenlstic of human Itapl tal Is that It is a part of man, 
and it is a source of futu/e sat Is fact Ions ,^r of future earnings, or both. 
Human capital can Be acqia4red only by I nveitl ng I n onesel f it cannot be Bought 

-in a market place, v The concept of human capital investment In education was re- 
Ncently addressed in a Colorado courtroom, a divorce case, a district court 
^determined that the wife had contributed 7^^ percent of the coupJe's financial 
support while, they were married. The Judge ruled that she was. entitled to joint 
ownership of her husband's master's degree In bus I ness admin Istrat Ion wh Ich he 
had earned during the marriage. Based on an estimate of the man's Increased 
earning potential, the trial court awarded the woman^ome $33,000 to be paid in 

^ instaliments of $100 per month. The Colorayoiupreme Court reversed the deci- 
sion by a 4 to 3 vote saying that an educa,jt lona 1 degree Is not encompassed by 
the concept of "property," The three dissenting ju^ges^.^h0we|^^ that 
the woman's earnings during the marriage had not only provi ded her husband ' s 

.support, but'also had been "Invested" in his education to enable him to have the 
time and funds necessary, to obtain his education, [19] 

If higher. educat Ion Is to be considered an investment, there should be some 
way the investoTs, individuals and the public. at Urge, can gauge Its effective- 
ness. This Is what the human capita] models try to do. They do not take into 
account all the benefits to society or the individual, but - do^ they mea- 

sure^all the costs, Such as the support of the woman mentior above. 

The actual calculation of the value of human capita] on the surface is very 
stri^lght forward. All the cos-ts are subtracted from all the benefits. However, 
I t. beaOmes more complex when present value must be considered and the actual 
costs, and benefits are l isted. What are all the costs? Wfiich benefits should 
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be' included? This study also deil s on ly with" commun i ty co'l lege/ educat ion as 
compared to the majority of the studies which deal with the. tr^itlonal four- 
year students. The following, pages wjll-explain the rationale behMtid the num- 
bars in Part II. Chapter 1, The remainder isv divided into .three main sectors: 
Private I nyestmentj^ Social Investment 

\ ' - PRIVATE- mVESTMENT 

The private human capital investm#tt models compare only those costs and 
benefits which accrue to the Individual ^ Costs borne in the public isector for 
subsidies for Insti tutions or J inanci^ *aid for students are omjtted. Most^ 
studies have found that individuals do very well from an economic point of vlejp/ 
from their investments (n hlgrfer education. Recent studies *'make it appear . 
highly probable that the rate of returf^ for Individuals who did complete two- 
-year programs was actual ly higher than the rate of return for four-year gradu- ^ 
ates.*' [33] ' 

^ The cost side of the^quation will be discussed first followed by an ex- ' 
plonatlon of how benefits ire calculated. The numbers will then be used to 
estimate both the present val ue and the Internal rates of return of community 
col lege educat 1 on . ^ 

What are the costs of higher education? • 

\ . The first cost that comes ^ to mind when an Individual is try Ing tordeclde 
whether or not to go to colleges Is the amount of tulfloh and; fees tfifferant 
kinds of colleges charge. One of the major advantagdl of Maryland community 
colleges Is thei r law cost. The State Board for Higher Education estimates that 
the average yearly tuition and required fees for fuil-time, in-State commun i ty 
college students is $^30 at publi c two-year colleges In Maryland. [27] This 
takes into account all the tuition rates and fee schedules of the seventeen !n-_ 
stifutlons. (The' same f i gu re fo r pub 1 i c four-year colleges In Maryland was $767, 
and for comprehensive public universities, $77^*) . ^ ' " 

Most studies in this field have been concerned only with the fulTrtime stu- 
dent. Because of the nature of conmunlty colleges and the recent trend toward 
increasing numbers of part-time students, ihis el imi nates 'an Important segment 
of the community college popu 1 at i on-- 1 n Maryland's case'more than 60 percent of 
the student body in FY 1977. One way to al low for this is tp use full-time ^ 
equivalent (PTE) figures, but this ignores important differences in full- and 
part-time students especially when foregone earnings are added to the costs. 
For this reason, this study treats the paHt-time population differently from the 
•^Vul 1-tlme ^population. The average yearly tuition and fees for part-time students 
Is estimated to be half the full-time rate, or $215. 

Baokn (ind Suppl%&G - ^ 

Another related cost to students Is books and supplies. Different studies 
have used estimates ranging from $50 to $400' per year. A widely quoted study 
by Hansen and Weisbrod estimated the cost for books and supplies to be about 
$150 in 1965. [15] This study estimated that about $25 is spent per three-hour 
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: course to total $300 fdr full-time students, and $ 150. for part-t ime students . ' 

CpQdibUouTQTak^n , . / 

\ rThe next/f^obrftf^ is to gauge the length of time community coriege students ^ 
in Maryland a^end school . The low percentaie of graduates as. compared to the ' 
total student ^2&Rul at ion indicates many ^students' may not attend col lege'for two 
years. The State^Board for Community Colleges Student Follow-Up Study Fimt- ^ 
Ttm Stuaents Fall 1972 [37] shows that the mean credit hours earned by the 
. average student was 33.2, down from S^^.O the previous year. This Indicates that*^ 
, the average full-time stwdent attends about one year, while average part-time ' 

students, attpnd two or more years,. Based on this estim'ate; the amounts for 
- tuition and fees, books and suppl ies appear on ly In the- Initial year of the cost 
^tream'for full-time students, but in the first and second years for part-time ' 
students. These assumptions may cause an overs tatement^r understatement of - 
returns on educations investments, but using Follow-Up figures Is probably more * ' 
detensible tharl ^ssurti ng all students complete ^0 credit hours. 

Boom and Board . ' ^ " ^ 

Costs for room and board are not included for several reasons. First of' 
all, even if students do not opt to attend community college, room and board 
costs would still be incurred. There is no reason to believe that room and board 
costs of students are any higher than, for anyone Blse,iand therefore these costs 
are not really related to the college investment. Secondly, none of the seven= 
teen community dblleges in Maryland provide dormitory facilities. Therefore 
there is not an artificial Inflation of room and board charges that might occur ^ 
In a resident' institution. f 

TmmportaHm 

A real cost for students, espec la 1 1 y because they are commuters, is trans- 
portation and travel time. These costs were not included because of the diffi- 
culty of making accurate estimates. It Is Impossible to gauge on a systemwide 
basis. distance traveledT cost per mile; and whether or not public transportation 
was used. Most studies on the value of travel time provide contradicting gulde- 
• lines as to the value of. that time. The omission' of these costs probably causes 
an inflation of the final results. 

Fofegone Earnings • - . 

The primary cost to students is the opportunity cost of foregone" ea rrr! ngs 
This IS the Income that a student could have earned If he or she worked fu 1 1 - 1 ime 
rather than attend school. The i llustrat ion on page 52 Illustra'tes how the in- 
clusion of foregone earnings shifts the major burden of financing education from ■ ' 
the public to th«. individual and his family. 

foregone earnings are often a neglected cost of investment in human capital 
but they should be treated as indirect outlays. This includes the difference 
between what could have been earned and what actually is earned. The amount 
foregone depends on the number of hoyrsis-pent for college activities and at work 
and varies with the person's age, sex, a,nd educational level. ,' ' 
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' Some have suggested that it shou Id not be included because the foregonq| 
income of houswives or voluhtary workers is not included in the benefit side • 
of the equation. Most economists in this field (Becker, Hansen ^nd Wei sbrod, 
and Schultz, among others) feel that earnings foregone by atudents •make-up weU 
over half of the real costs pf human capital formation i.n higher education. _ 
[3 15', 3'*] Foregone earnings may be just as important as Uck of . i nformat ion 
and motivation in explaining why low- income high school graduates do not attend 
col lege. \ f • - 

' Onc&.the decision has been made"c6 include foregone earnings, tlie next step 
is to estimate their value. The. Student Fol low^Up. Study [37] V/as used to esti- 
mate the amounts for both unemployed and part-time employed students. A break- 
down program was used to find mean earnings by sex and by whether the student 
was employed full- or part-time. The major drawback to using this data is that 
the earnings reported were not earnings made while the students were m college. 
Instead the figures show how much students made upon leaving the col lege for 
those students who were employed during college. This may overestimate;the , 
amount of foregone ear|lngs because a.high school graduate in tlje same job might 
have not earned as muJ as the emRloyee attending college. However, the follow- 
up data is probably tif most accurate information available. 

There is one other drawback in assigning all students who were unemployed 
during college the cost of foregone earnings because It does not allow for the 
students who are enrolled for self-enrichment or other noneconomic reasons. ^ 
However the use of labor force participation rates al levi ates ^much of the prob- 
lem: Tlie amount of fore^ne ea^j8S by sex and employment status is shown m 
Table '3. / *' 

A'jr ' ■ • . , 

The age of students Is Important for several reasons. First of aj 1 , - i t is 
necessary for determining the s ta rtl ng po i n t of the cost-benefit stream. In the 
..ectinn on benefits, the effects of age on earning d I f f eren 1 1 a Is w i 1 1 be d i s- 
cussed more fully. Secondly, a person's age is an indicator of how likely he 
or she will participate 'in the labor force. The meaian age of credit students 
by sex and student status for the Fall of ]S7& is determined fro-^HEGIS data ^ 
.supplied by the State Board for Higher Education. (See Table ^t.) 

Labor Foraa PapLiaipation Habca 

The use of labor force participation rates Is Important in the cons i de rat I on 
of both foregone income and future earnings., if a person attends college because 
he cannot find a job, t^en he is not foregoing any earnings. For example, when 
thf country was In a serious recession In 1975, enrollment in colleges and.uni- 
vers! lies was far above all expectations for the Fall term. To adjust for this 
. rnrtpr, the -imount of foregone earnings Is multiplied by the labor force parti- 
cipcifinn rate as projected by 'the Ma ry 1 and , S ta te Planning Department for \37b. 
(Sec Table 5.) ' ' " . / 



Both thp age and sex of "a pcrsofi is an i^mportant indicaLor of the -11 kc 11 - 
hood he or she will, be in the labor force. For e>cample, the med i an age ot 
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TABLE 3 .. 

■MARYLAND COMMUN.lfKCOLLiGES 
PRIVATE COSX FACTORS 







Foregone Earn I 


nqs" 


Jtudent Status 


Age 


Employed 
-Ful 1-^ time 


Employed 
Part-time 


Unemployed 












Part-time 


27 


0 


'$3,526 


$7,781 ■ 


Full-time 


20 


0 , 


3,526 ■ 


7.781 


Fsma 1 e 
Part-time 


28 


r- 

0 ^ 


3,39^_,^ 




Fu 1 H 1 1 me 


20 


0 




. 7,01i» 



Years 
-in 
Col lege 



2 
1 



Financial 
Aid 



0 

$250 

I 

0 

250 



Tuition 
Fees 



$215 
413 

215 ~ 



Bool<s 
and 
Suppl les 



$150 
300" 

150 

r 

300 



Sources- State Board for H i gher 'Educat i on , Mamjland CammmUy Collegee Student PfT-T-^-Up 

F^^-^ StudmtB Fait 1972r Mrd Ammal Dmegmgation Status Report for Publico 
Postseaondary Eduaation in Maryland. w ^- 
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MARYLAND ^MMtlNITY COlLegES 
- AGE OF CREDIT STUDENTS 
■'■:r/' . FAI»L 1976 , . 




<Sou rce 
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TABLE 5 ^ 

LABOR FORCE PARTICIPATION RATES^ 
IN MARYLAND 



Sex 



Age Group'm^ 



Male 



zo-zk 


82.9 


' 25-3if . 


9^.7 




9^.8 




93.6 


ss-sk 


83.8 


Est i mates for 1976. 



Fema 1 e 



47.1 

36.0 
^+6.8 
53 . 5 
38.0 



Source: Maryland State Planning Department, The Labor FoPa 

f-hitnjlarul; ['foJiidtTi'iui o j' [joaboeaoiioinio Chavaa Oeriattaa 
Ln ID80 (Maryland State Planning Department, 1970). 
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fulHtime males is 20, while the median for part-time males is 27*. In Maryland, 
82,9 percent of men aged 20 to 2^ are in the labor force, as compared to 9^.7 
percent of those aged 25 to 3^- For full-tinie students ^ the amount of foregone 
earnings for those employed part = time or who are unemployed 4Afou Id be multiplied 
by 82.9 percent, vyhile the amount of foregone earnings for par t= 1 1 me s t uden ts 
would be mu1tipli-ed by 9^^ 7 percent. 



In C'lu^iniapff 

* To summarize, the costs include the annual tuition and fce^j the average 
costs of books and supplies, and ^the amount of foregone earnings for students 
v/ho a re ' eoip ] oy ed pa r t = t i me or who a re unemp 1 oyed . Fu t i me s t udei n t s at t end 
scliool about one year, wh i le pprt^time students go an average of two. years. 
Therefore, the cost stream for full-time students is terminated after the first 
year, while the cost stream for part-time students ends after, the second year. 

What are the benefits? 



One benefit to individuals that accrues while they are in college is in the 
form^ o f f i nanc 1 a 1 a i d . T 1 f the student we re not in co 1 1 ege , the a i d wou Id not b^^ 
^'earned,"' Therefore, average aid payment to community college students in 
FY 1977 can be subtracted from the cost stream, 

hi ) t_ of t h e a i f 1 p a y me n t s , b o t h f r om the % t a t e and federal g o ve r n me n t s , g o 
t o f u 1 I - t i fne s t u den t s . At t he t i me of this s t udy the me t hods for a 1 1 oc a t i ng 
a i d we re no t set u p f o r pa r t ^ 1 1 me students B^n t hough t hey re present a g row i ng 
proportion of the total student population i n^l 1 segments. For this reason, 
f i nanc 1 a 1 aT d benefit s are 1 nc 1 u ded on t y for f u 1 1 ^ t i me s t ude n t s , 

Tfu^ ttital dinaunt of financial aid Js computed for each college frcii the 

' ^ ^ ' ' ' ' V / /' ^ / wh i ch includes Fede ra T Bas i c and Supp I'e ^ 

mental f ducat i una 1 , Opportun 1 ty Grants and State scholarships and grants lor j 
c ( jf iiniu n i ! y c n 1 1 e g e s t u d e n t s . [28] Federal or St a t e 1 o a n mo n i e s a re om i [ l v i\ I r um 
the com()u ta t i ons . The amount of aid is then divided by the nuinber o( 1 u i 1 - 1 i me 
students enrolled in Maryland cominunity colleges in the Fall 1976 semes tef t oi- 
■ in t ' s f 1 ma f (' of f h ( ' a vt> r a >; j e « j r an t pe r s t u d e n t . { S e e Ta b 1 e j . ) 

Wh- i!)iijor CK.i)ni)m\i. [jrfitMit of h i n f i e I' education to t lie individual roin'. \ w 
t ho toro fif frifjfu-r- oarnin.js. Whethei^'^u' fin t the lI 1 Lf o is.milo in earning'. \ Kh" t s 
, II t ua 1 i ru IOS1SO-. I 1 1 [ 1 rod iic t i v i t y I i inina I o rM a 1 to I f"u^ [)e [- sofi I'uit. I n(j t fit' i n o'^ t - 
iii^>nt t IS io an nL(H!oi:j( v i oi-.pM i ri t . Tfu^ difftM^(Mice in lilotiiMt' i^irntfii( = [i^t^-,(^rn i 
h i . d 1 , . hi H i I ' 1 ! ^ uh ). it ? ' n iui , j i u"r > on will! 1 t> s s t f ) t Ul I h rHs ' y t^i r of i ^ ) 1 1 o ^ j t ^ \ u ^ ? d 
f ( . ■-.]-.'. ii • ' f h t > i n t I o t o. i M ! e M r [ ! i to p, t ^ } ^ I ud on I s a t I o nd i n'< j r ( fniini in i t v t o 1 1 t ■ ! 1 1 ^ . 

th. ' I'M i ii -Hji oO t . 1 f f h i , 1 I nd o I d a I o I . = t ' 1 ') / () ih ■ n s u / ofi u 1 1 , ; ) v i > ! i , ^ [ d o 
i ; I . , t { I o ( ' ( 1 f o n d . o' I ^ 1 1 1 1 f • h ! ■ I i , o, I ' i I . i I > 1 h i o. o i o./ ■ } M » i f ! 1 j ' 1 1 o; (ft! 1. ■ t t o I hi i I M n o 1 ■ > ' i i t . i 
t i , HI .t t 1 M • • 'i * ^ < ! i" ! 1 J r ro I '^1 ' I ^ h* • 1 ' J / i) tia t . ! i nt 1 Lh h - , no r o ■ do [ a i 1 o 1 1 [> i r.ii-. di n-, 1 1 . 



'than any of the preceding censuses. Age by income d i s t r i bu t i ons are available 
for hiqh school and collegia graduates and also for individunls completing one 
and two years of collego (comb i ned) ^» Minor adjustments were made using the 
Consumer Price Index (CPl) to update the data to FY 1977. al though the actual 
differentials were not s i grri f i can 1 1 y affected, 

% 

The main drawback to usrng Census data is that it reports income rrDther 
than earnings, Earnjngs figures theoretically are pref e rab 1 e * . bu t earnings 
data from the Census is , not broken. down in s uf f i c i en t ' de ta i U nor is it avail" 
able from any othcV known source. Use of income rather than earnings could 
result in a significant ovfj^=s tateme^nt of returns if income d i ffe ren t i a 1 s be- 
tween educational categories are much larger than the corresponding earnings = 
d i f f e ren t i a 1 s , 

However, studies have shown that the Census tends , to under-report all type? 
of income with the bias bei^g grater for property Income as opposed to wages 
Cimd salaries. One study conc^ludes that aggregate earnings are about equal to 
the ^total incomes reported by the Census and the unde r- repo r t i ng of earnings 
just about offsets the inclusion of property and other "unearned" income. At 
the aggregate levels then^ Census incomes can be used to measure true earnings. 
Although property income would be a larger percentage of total i nconi^0s at 
higher age and education levels, the unde r- repor t i ng of earnings probably also 
rises with age and education. Therefore, the unadjusted data may not greatly 
overestimate earning differentials between different levels. 

The problem with obtaining Income data broken down by age and education 
level is the main reason analysis college-by-college is not attempted in this 
study. By using aggregate data for Maryland, a fairly good picture oi the 
returns for a Maryland comiiiunlty college student can be drawn, ^nother factor 

ble is the tendency of stude^i^'^to migrate 
' s po i n t of v i ev/ , the i n ve s t jhe n t can be t a ke n 
wherever; tie goes. From the public's point of view, the sociaj. iny%stmenL 
lo^st if a ptTSon leaves the area. Migration t rends i nd i ca te a "persd*! is more 
likely to remain in the State even if he leaves a county or reg.]on^®t: the State, 
Therefore, over a loncj period of time the State as a whole wilL^-pttire the 
beru'fits of tjreater product ivitv from a larger proportion of t hb^ 1 1 etun ng 
ctjmnu-jn i t y col lec}e. ^; ^ 

St'veral siudit^s iiuli^.fiLo Lfiat i ficoiiu.: d i f f e i-tuU. i a 1 s t n c [unjp 11" ovc r 60 y^'CW- 
of aqt* hnvc no discernihlt- imjiacl on llie rates ot return. (l/l Fcjc t li i s riMscu 
l\\c I [It nine [^cains \'r)r t li i . study arc aiMjitrarily truncated at ag*.' 
present value of the i income d I t' fe ren t t a 1 for coinmunity collecje sjAident^ ifi'theii 
65tli yrrir at a 10 [KM-errU Ji'>count rnte is less ttian SIS.) Rcturfis also are 
not ad jiisteij fni= in()r"fality beeause previous st(idies have louinl I fiat t lie ruw - ^ 
tality at! j us t MUMi t fias virtually ne^ infmct ou the rates ol i-etur-|i= [1/1 



t fia t I i ua d a a State s t u d y i no r e f e a s 
f rbni tl]e a red . . From ^iri i nd i v i dua 
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in their. 30'5 and ^O's ma ke^ more than 20-year-olds just entering the labor force. 
This IS ciup not only to exper i ence .bu t also tO' salary Increases pegged to len'gth 
f 1 1 me worked , , 

The average part-time student v^io enters college when he is 27 (or 28 for 
wpmen) , will probably make more upon leaving CQllege than the average ful 1 -time 
student who is'abjut 20 years old. This Is because the older student is com- 
pensated for the experience gained before entering college. The olcier student, , 
then, r<Bceives higher returns earlier in^the bpeflt stream than the younger 
student. This is important when using presen t - va 1 ue because those higher returns 
are less affected by the discount rate. Earning $2,000 more a year now is more 
significant than making $2 ,0,tlQ, more ten years from now/ Even though the older 
students have a shorter benefTt s t ream=- i n th i s case ^even or eight years-=the 
present value of their ea rn i r^^;d i f f erent I a 1 s ,ma)f , »c t ua 1 1 y be higher than younger = 
students, who work longer. /, / " / 

The equation would appear now'' to be' complete. The'.costs have been enumerated, 
the differentials determined, and the time span described. However, other factors 
which affect the rate of. return must still be taken into account , "such as income 
growth, ability, unemployment, and the selection of a discount rate. 

'Grow t It ^i>i LHuorna . " _ 



The estimation of an educational rate of return begins with a cross-section 
ciistribur ion of Mncome differentials by age. The rate of return can >e calcu- 
lated directly Worn this distribution, or the differentials can be adjusted by 
^applying a growth^/ate that captures anticipated inflation or produci^iVi ty in- 
creases. Studies hpve shown that the use of income averages by age based on 
the cross-section surveys produce lower values than would be obtained by using 
nvernqes based on successive censuses. [31] This i nd i cates' that some allowance 
for qruwth rate6 are probably in order, 

Knies, of return are coinpared either implicitly or explicitly with rates 
f r (un .il to rn.it I VI' investments, I f these investments do not include inflation or 
productivity increases, then the educational rate should be calculated from the 
raw data. However, this is highly unlikely. Market Interest and profit esti- 
nmtes do Tncl ude these two factors, and these are the most likely investments that 
invite cdmparison. In this study, both raw data and data adjusted for income 
Cj row t h .] w u d , 

B,iscd on LurrtMit coiuitLicjns unci historical evidence, it' is assuiiuMj lluit 
n.oney incamos will q row at a rate of 3^5 percent in the l" u tu re , which i. sunu- = 
what cnnserva t i ve fliirincj tfiis time of rapid Inflation. Tht- use of raw data i nr ^ 
pli^.. fhnt rfie L'ariiinq d i f f r tvU i a 1 s remain unclianged in abstnuti^ amoLint ^-vt-r times 
vvti \ c\\ i s i| ue I oil ah 1 e , 



ndjust.'d dani i:ulude^ n 3. s [U/rcefU incis:sist^ In ( iu' cl i M r r r.s , i ; j I s iMth 
y,,,,,^ Ihi'. iiMplM-. Hial \\)r isitii- liiqii s.hoc^l to colUMie i lU-ome > i I ism, u rn 

, nfp, r ani n ( tin' ( -n .u . 1 -v- 1 I in r nj^li t fk' p^>r i tni c ( w^rcd \ 
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Abilitif Adjus 

Variables other than educational attainment can affect the differentials 
in average earnings. The Income differences between educational categories, 
for example, are Hkely to overstate the effect which education has on mcome 
since those with more I ncomg are likely to have greater ability, The^extent 
of the effect of ability Is difficult to determine, though many have tried. 
Some argue that it is extensive, while others feel that too much importance 
ha^ been attributed to i t i n human capital research. There Is also some ques- 
tion if the conventional tests of ability reliably measure the talents required 
to succeed in the economic world. 

Most researchtr^sagnp^ however, that ability d'ocs determine some degree 
of a person's succissT^^e person with higher ability is not only likely to 
make more money thin his peers, but also is more Mkely to pursue higher edu- 
cation. To accounft for ability differentials, the income differentials between 
all education cafiJgories are. reduced by both 15 and 25 percent. Because these 
adjustments j^^mda for the Initial as well as later years, the adjustments 
should c^irture the noneducatlon elements which affect Income differentials. 

Emploifrnent Ratas _ f ^ 

Not everyone who attends a'community college will be employed. .According 
to Maryland statistics, the employment rate varies with a person's age and sex. 
(See Table 5 J To allow for those students who do not enter the work f^rce for 
any reason/the differentials a re ^mu 1 1 i p 1 i ed by the labor force participation 
rate by age group. There also was no attempt to identify those students who 
transferred to a senior institution. The Income data indicate that, they would 
probably make more by further Investing tn themselves, but this study is only 
interested in the addi^tional incomenhe average student could expect from com- 
munity cqllege education. 

Despite charities in a 1 1 I tudes^^^hd levels of acceptance, women continue to 
have l(Hv par ci ci pat ion rates as compared to men. This is probably why most 
studies in human capital have look|d only at ma 1 e ^s ttiden ts , making only broad 
generalizations about female students. This may also explain the reason eco- 
nomic benefits are couched primarily in terms of increased earning|^and why a 
measurement ^of the economic value of a woman's contribution outsid^fHe tradi- 
tional work force has yet to be developed. 

This omission may be ^ ho r t s i yh ted , however. According to an article in the 
Janudry 9, 1978 Chi^^ niL.^ ! r , women accounted for 93 percent of enrolment qain in 
197 7, and actually outnumbered men among l8- and ig-year-olds onxanipub. [23l 
It is Iinportant that future studies of human capital investment include women. 

tat i sties show th.n woinen stiM are likely to drop out of the^ lat)iu hu^.e 
duriruj part uf ^tluMf career-,. Since there U rio concrete c v I dcnce ' t lia t vH)l^^v\^ 
,it tefidi.ncj com^iiuiilty collecjes i ii Maryland arc s i cjn i f i can t 1 y (iifterent from Mary- 
j.ind wonuMi in ()enr>rsil. i[ was .jssumod tiiat they display the same propensity lo^ 

tMi t 1 If 1 L-a Vf t fir 11" i t M t.r . 
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The results for women in this study estimate the return the average woman 
can exfn^ct if she participatus in the labor force an average amount of time. 
The woman whose career is un i nterru'pted , however, can probably expect a retuf^n 
that more closely represents that of a male student. If more women stay in 
the labor force than the statistics now show, the average returns will be hiqher 
than those reported below. At this time it is difficult to predict if the ^ 
20-year-old woman today is more likely to be employed when she is 35 than the 
average 35^year-old today. 

By multiplying the earnings differentials by labor force paru^pation 
rates, the rates of return may have been understated for both men and women-. 
For example, statistics have consistently shown over time that col 1 ege^ t ra i ned 
people are less likely to be on unemployed and welfare rolls than those with 
less education, 'The U, S. Bureau of Labor Statistics admits that information 
on job placement of community and Junior college students has been scarce. 
HowL^orj since community colleges are usually local and draw both students and 
financial support from a very srifell area, the Bureau has found that the college 
progrcuriH are designed to fit the community, [^2] Therefore, career programs 
tend to be formulated around manpower requirements of the local araa and as a 
result, students generally have liitle difficulty in job placement. 

There has been a change in demand for co I lege- tra i ned personnel that can^ 
not be ignored. The demand Jor we 1 I -educateti persons began in the 1930' s be-^ 
cause of a shift in government and business toward complicated hardware and ■ 
systematic research. However, this demand has slackened in some areas as the mar 
ke t was saturated by too many college graduates, resulting in falling salaries 
and scarce job opportunities. The emphasis of community colleges on career pro^ 
grams and their close cooperation with community businesses and manufacturers 
in designing nfew programs^ has made Job hunting less a burden for their students. 
Some researchers are even speculating that rates of return for community college^ 
students will soon exceed, if they do not do so already, those for graduates of 
four=year corieges. 

In addition, although the value of education as \l relates to work has been 
questioned, its value for eniployment is more apparent. The more educated person 
in the job niarket stlM seoms to receive preferential treatf^twit from employers. 
Whether this Is justified is irrelevant if the market place re^sponds in this 
nianne r . 

If indeetl r lie cornrnurnty collecjc* student is better able to get a job tin J is 
fiK^re likely to he in the labu'^ force than the averaqe work, tfu^n the rate uT 
re t u rn w i I 1 l>e di^qlie r t han i nd i ca ted in this s t udy . Howeve r , ih i^, s t udy a t = 




tempts to estimate the averaqe return that can be expected from tlurS^eracie 
stutie/it. When fnnre concrete data Is available tf) document t hc^^J^i^^n d s t oda y 
eniployinent jates will play a less siqn IP leant ro 1 . 



^ Many ^.tLidie-, f.Miii.^= t hr iiieuM'e liqures fufthrM" tu a 1 lo\v for t.'i^e-.. 
.IN.K L.-njiiteil ! >i ^e . ."i . ji;/ ether t • % p e ru I I t u f- e , '.eilh ns hoieunq. M i . nut 
v/ie/ t hiev hnKiNj tx' r-^i^ludeJ \\\,)\ l\)r Ifldividlial fids 1 i t t 1 t ^ , it . s m ■/ 



control over the expenditure, Howevfr, when an app] rcant applies for a job, 
he is not told tine salary is $7,500 if 'indeed it is $10,000 even though ha 
will pay about 25 percent of his income In dJ rect and indirect taxes. The 
present value of taxes the State and local governments can expect from the 
i ncreased earn I ngs of students will be discussed later. 

Diiu^nnnt Ha tan 

Once the benefits have been determined and all factors taken into account, 
the present value or the internal rate of return is ready to be calculated. 
In determining the internal rate of return, the main concern is finding a dis^ 
count rate which makes the earning differentials equal to the costs incurred 
in obtaining an education. It should be remembered that these estimates are 
essentially averages and not marginal rates of return; they do not answer the 
question of whether more or less should be invested In education. in the 
equations below, the present value (PV) would be assigned a value of zero, and 
the problem solved for (i). Mathematically this is very cumtae r'some , but the 
computer can calculate it In a matter of seconds. 

In determining the acutal present value of additional earnings, a discount 
rate, or (i), is selected according to prevailing market conditions. There is 
much disagreement on precisely what discount rate is most appropriate for cal= 
culating present values. Some advocate usihg discount rates as low as 2 or 3 
percent, while others argue for 10 percent or more. The standard -rate for 
evaluating public investments is at least 5 percent. In this study, both a 
5 percent and 10 percent discount rate are used-. The selection of the 5 percent 
rate makes comparison with similar studies easier, and many would argue that 
it is the most reliable based on historical data. However, with today's infla- 
tion and the high Interest returns available for long^tem Investments in the 
money market^ 5 percent seems somewhat low, while 10 percent seems to better 
reflect actual conditions. The answer may actually ] he somewhere in between, 
In determining the present value from the equations belbw, .05 or ,1 is substi^ 
luted for (i) and the equation solved for PV , Again, the computer .s i mp 1 i f i ed 
this task. 

Private inve stment equat ions: 

-fF-BS-e(FG) ^ - T f - B S - c ( FG ) , ( 1 -a ) (u ) ( E D) 



( 1 -n) {(■) (EPi - PV 
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* e ^ Labor force participation rate (employment rate) 

FG = Foregone earnings ■ 
FA ^ F 1 nanc i a 1 a i d ^ 
i = Interest rate 

a - Ability adjustment factor * 
ED - Earning differential between high school graduate and person 

with less than three years of college 
PV ^ Present value of community college Investment 

What are the private returns for Investments In community collage education? 

Several factors play major roles In determining the returns of an invest^ 
ment in community college education. First of all, whether or not a person is 
employed while he goes to school makes a significant difference in the present 
value of his return and on the internal rate of return. The fact that Maryland 
woman tend to participate less In the labor force also is a significant factor. 
The o#her variable which plays an Important role in the return rate is the low 
tuition and fees charged by Maryland community colleges. 

Because the values for all the factors had such a wide range, the popula- 
tion was divided Into subgroups and variables adjusted according to different 
assumptions. (See equations/) First of all, students were divided by sex, by 
whether they attended college full- or par^t-time, and by whether they were un- 
employed or employed full- or part-time while they were in school; The numbers 
for tuition and fees, books and supplies, financial aid, employment rates, and 
foregone earnings from Table 3 were substituted in the equat|^|, the discount 
rate used to calculate present values was set at either 5 or '^10 percent, and 
the ability adjustment factor was set at 15 or 25 percent, The earning dif- 
ferentials were either the raw differences found in the Census between high school 
graduates and those with less than three years of college, or the differences ad- 
justed by a 3 ■ 5 percent growth factor, 

Table 6 shows the results if different assumptions are made. Column 1 
contnins the most cmiservative estimate. For example, the present value ^of the . 
return on the investment of an average community college student enrolled In the 
Fall of 1976 is %h^3kG-, This was calculated by subtracting the present value of 
the costs from the present value of the benefits, using no adjustment for growth; 
a 25 perc^!!nt ability factor, and a 10. percent discount fate. At the other end 
of the table in the last column is the most liberal estimate. The estinidte of 
5 I 7 _ 3 5 is a 1 s o t he difference of the present v a 1 ue of the costs and benefits 
but was calculated with a 3^5 percent growth adjustment, a 15 percent ability 
factor, and a 5 percent discount rate. 

\n addition, the table shaw^ which assumption made the greatest iiiipact on 
the Insults. Thp tiigqe'-l break comes belv^een column ^i and column 5 when the 

discount rate Is shifted froin 10 to 5 percent. The next factor havinfj Ihe most 
iinpatt i^ thr a tl j u s t fiuMi i of liio ability fact or. The dit fere nee between I ho 1^ 

[lerceni and ?S pert^tMit rates pft^vides a rough measure o\' whtU the results would 

havr if no ahi Mty fac fiu" liad bcvi] iJsecL 

lln^-.e L a U. li i a f i u(T. in^luth^ noithef Che tn-.l'. of t I'ans |)o t t a t i oii , hmi t Iv 
cj.ists ol t'oreqonc lei^ui^^ tiin!>, 1 iu- [u*rsiMi iittondiiiti uolletjt' Is t t)r*/r]o i leisaru 



HAf^YLAND CQMHUN in COLLEGES 
HUMAN CAPITAL 

PRESENT VALUES OF PRIVATE INVESTMENTS IN COHHUNITY COLLEGE EDUCATI 





Colunin ^1 


tolumn i 


Column 3 


Column k 


Coluinn 5 


Column 6 


Column 7 


Column ( 
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Avef*|ge student 




S 5,3B ' 


$ ^1,63^* 
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$13,855 


$I6',601 


$1^,892 




HajJ . 

Part'tlf^e student 
fnployed fuli^tifTiB 
Enip toyed part-time 
Uneniployed 


15,335 


\1W 

11,652 
ii,660 


' 15,890 
lS,09S 
3,102 


\ 

km 

[ 121296 
\|,303 


3^1,837 
28,628 

■2M37 


39,537 
'33,328 

25,837 


36,06^1 
29,855 
22,363 


3^1,751 
27,260 


Fulhtime student 
Eftiployed fui I'tlnie 
Eiiiployed part-time 
' Uneniployed 


11,22*1 
5,361 


12, I/O 
10,113 
6,906 


11,632 

8,9?^* 
5,768 


13,239 
10,582 

7,375. 


29,2^7 
23,105 


33,182 
30,398 
27,039 


30,277 
27,^*93 
2^,13^1 


3^1.372 
31,588 
28,229 


Fart^tirne student 
Employed fulhtime 
Eofployad part=tinie 
Unemployed 


1,203 
-516 


l,4ii9 
-6 JO 
=2,851 


1,336 
-?83 


1,597 

■522 

■2,785 


3,^29 
1,159 
-1,266 


"'3,980 
1.710 
-715 


3,656 
, i,3B5 
=1,039 


^,231 
1,960 
-lt6li 


Fulhtinia student 
Employed full = tinia 
EfTip loved part^tinie 
Uneniployed 


1,308 


1,5^3 

91 


1,376 

-76 

-1,626 


1,617 
=1,386 


3,^73 
1,952 
328 


i|,00l . 

2,i*79 

856 


3,62^ 
2,102 


^,165 
2,6ii3 
1,019 
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; ability factor, 15 percent; discoynt rate, 10 percent. 



J , J pCI btllt t|! will! ^ - ! - ! . _ 

1.1 percent qrowth; ability factor, IS percent; discount rate, 10 percent, 

t ^justed for growth; ability factor, 25 perant; discount rate, 5 percent, ■ 

■ .t,u.! \m growth; ability factor, 15 percent; discount rate, 5 percent, 

■ ^ - " ■ -^---u, ability factor, 25 percent; discount rate, 5 percent. 

; ability factor' 15 percent; discount rate, S percent. 
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time no-t only while he Is in class, but also while he prepares for class. 
However, the consumptive benefits of college are not added in the equations 
either. So/ne students may value their college Investment for the learning 
experience Itself/ The difficulty of measuring the costs of foregone leisure 
or the benefits of consumption was the major reason for their exclusion. There 
is also some indication they may balance out each other. The costs of trans-^ 
portatlon, however, ^are real costs to students which should be considered when 
reviewing the results in Table 6* 

The results also are a reflection of current employment estimates. Be^ 
cause of the increased enrollment of women in higher education and the national 
trend toward increased participation of women in the labor force, the results 
In Table 6 for women may be significantly underestimated. Howeve r , - soc i a 1 
trends are difficult to gauge, and the use of actual data seenns more defensjble 
than the use of estimates, Women who do not drop out of the labor force can 
expect a rate of return imi l ar to that of men. ^ 

What was the internal rate of return for Maryland community college studen^ts? 

The same equations used to find the present value of the difference between 
individual costs and benef i ts a re used to determine the Internal rates of return 
for the different categories of students* (See equations.) Instead of selecting 
a discount rate, such as 5 or 10 p%rcentj a discount rate is computed by giving 
"P\/" a value of zero and solving the equations for "i*" . - ^ 

Using this process j it is estimated that the average community college stu^ 
dent in Maryland can expect a 26.85 percent return of his or her investment. ' 
Table 7 iirustrates returns computed for dl ffereni^ categories of students based 
on the conservative assuniipt i ons of no growth adjustment., a 25 percent ability 
factor, and a 10 pe rcen ^ i scoun t rate. 

The same nmitations that applied to'^^present value results are applici^ble 
to the estimates of internal rates of return. The, rates for women may seem 
higher than might be expected from the present value results, but this is due 
to the lower opportunity costs to women for foregone earninc]S» 

Comprired with aiternativa long-term investments available In the rnoriey market 
today, CQinmunity college education appears to be a sound investment,, 

The social e c o nom i c g a i n f rom education, t he" gain to society as op p< ) s e d t o 
individuals, d i f f e r s f rom the private ga i n i n cos t s a n d be ne fits. Soc i a 1 r /i t o s 
o f r V. t li r n a 1 1 e mp t t o nie a s u re all co s t s of e d uc a t i on L o s oc i e t y a s vve 1 1 a f h t ' = 
b e f i t s o f i ri c r e a s e d p od lj c t i v ht y resulting f r om a d d i t i on a 1 e d u c a t i n n . T \\ 
co^ts include not ori 1 y the adiount the student spends for tuition, fees, ii^ioks, 
supplies, and forecioneu^^rn i nqs , but also the pLjblic payinent of subsidies. Tiu' 
b o n e r I t s o f in c r o a s e f I p r o d l j c t i v i t y a r - e rne a s u r e d b y 1 ri c r e a e d e a r n i rn j s . M i i ■ , 
as s uinrs t fia I ea rti i fit, pi rs.' f 1 ec t .in ei^ip) 1 Qyue ' b ou t pu t vvh { c h i s at I li t s t mm?' i lit ' 
be'i t i nU I Lci t ! 3 r .iv.} i I .lEi I < > , 



TABLE 7 



MARYLAND COMMUNITY COLLEGES 

' HUMAN CAPITAL 
INTERNAL R^TES OF RETURN 
FOR PRIVATE INVESTMENTS 



I nternal Rate 
of Return 



Average student 



Male^, 



Part-time student 
Employed ful 1-tIme 
Employed part-time 
Unemp 1 oyed 

Fu U " 1 1 me s tudent 
Emp I oyed f u 1 H 1 1 me 
Employed part" t i me 
Unemp] oyed 



Female 

Part-time s 



en t 



Emp 1 oyed f u 1 1 t i me 
Emp 1 oyed (ia rt^ 1 1 ma 
Unemp 1 oyed 

Fu II ^ t i me s tuden t 
Employed ful^l^tlme 
Emp 1 oyed pa r t ^ 1 1 me 
Unemp 1 oy e d 



26.85% 



77.5 
18.7 

1 K3 



108.5 
23: 6 
1 ^.9 



2] A 
7.2 
3.6 



31.1 



Ik 

The results in this study provide only a limited assessment of the sotial 
rate of return. They were derived by adding to private costs subsidies paid 
by the State of Maryland and the local jurisdictions, including restricted and 
unrestricted funds/ Costs such as depreciation on capital wfrre not included. 
The benefits to society at large not captured in increased earn ings^ al so have 
not been incprporated into the equations. Some argue that the value to society 
of an edifcated pppulace is far more significant than the earnings differentials 
indicate. 

^\ 

The people of Maryland are designated 5is the "society" who make the social 
investment and receive the benefits. Only a small percentage of students at- 
tending Maryland communlFy colleges come from out-of-state, and community col- 
lege students have a greater tendency to remain In-State than students attending 
four-year colleges or ' un I vers 1 1 les . The Studmt Foll6w~lJp Study: First-Time - 
Studen';3 Fall 1972 showed that 93 percent of students surveyed In 1976 were 
employed in Maryland or Washington, D. C. [37] Maryland community colleges 
also receive their main support from the; State.i the local subdivisions, and the 
students themselves. Only a small proportion comes from outside sources. 

What are the costs? '"^^^ 

Direct costs are obviously greater to society than to students because. sQme 
of the expenditures are paid out of public subsidies. In this study, restricted 
and unrestricted expenditures by the 5tate of Maryland and the local subdivisions 
for FY 1977 were added to studenL costs. Using these- f i gures , expenditures per 
credit hour were calculated, and costs assigned to individual students according 
to their status as full- or part-time. Federal monies were not Included although 
some proportion probably came from Maryland tax dollars. 

Table 8 shows eHtimates of dire:ct costs. The total amount spent by the 
State, the local jurisdictions, and the students for tuition and fees was divided 
by the number of credit hours taken in FY >977 to get an estimate of the cost 
pnr.hour. The samo procedure was used to estimate the cost per credit hour in 
FY 1978 using budget and enrollment estimates from the colleges. From the 
Follow-Up Study, it was estimated that students attend Maryland commurilty colleges 
an averaqe of 33^2 hours.. Full-time student Jost was found by multiplying 33^2 
times the cost per credit hour (S55.50). Cost per pa r t- 1 1 me s t u den t was found 
by multipiyinM 16.6 times thr rY 1977 cost per credit hpu r for the first year 
of the cost stream and then nh /.lying 16.6 times the FY 1978 cost per credit 
hour ($60.06) for the second y...!". (The cost stream for f u H - 1 I me 5 1 uden t s 
was only one year.) The other direct cost was for books and supplies purchased 
by St uden t s . 

Opportunity costt. included thu furecjone Pdrnings of students which servt^ as 
J,, irnjiicUor^ mI hist productivity and tax revenue to Marylund. An i)[^p(;r I uu i t v 
cost (fiar w,v. not iiicIulUuJ ^vos farecjone reaf esT;ate taxes on prn[)erty ownrMi hv 
the ruIltMU'*. Fr.)f; tlit- ii^iuact Shidy, ^fn- Stale. and locnl i u im s d 1 c t i u.i s did not 
reali/e nhout S^^/^J.OOO in real estate taxes,, (Althouciti the me ! Iiod used lo 
r<)input<' tfiis vnluf^ prs.h.illv rS-^iiltrHl ill uUO U 11 f 1 e t= s t rit (Mile f U , it is tfie best 
ostifn.it'* availahleJ i.u.unt !\)re'jnn*f>ie.i 1 esinfe tuxes pto— Mmlont 

provf'd t o he..* i n -. i n'^t ' ' '^'^ ' - 
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Student Status 



Paft-^tinie 



■Fyli-tifiie 



Feiiiale' 



?' Part' time 



Full-tifiie 



First Vear 
Seconcl year 



20 



28 



20 



Employed 
Full-time 



Fore^rte Earnings 



Employed 
Part'tifiie 



%m 
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What are th* banefjts? 



The'prlmary , benefit to sbclety from Its investment In higher education 
Is the Increased productivity resulting from the Increased learning. This 
Is maasured by differences In earnings among those with different educationa 
backgrounds, the same factors which affected the earning differentials in 
the private cafculatloni , such as growth adjustment, abiJ*Ity and employment 
rates, also affect the social computations. 

The other benefit coming to Maryland f^om.outslde the State Is federal 
student al*. The amount of federal aid for student grant^s and scholarships 
was divided by the number of full-time students to arrive at an estimate for* 
this benefit. The total amount of federal student aid (not including loans) 
was available from the Stat^ Board for Higher Education. [28] 

There are other benefits to society that are not captured by simply fo- 
cusing on earning differentials* For example, higher education appears to 
make Important contributions to the quality of citliens and community respon^ 
slbllity. Another important benefit is the reduced transfer payments, such 
as welfare and unemployment compensation, which go heavily to the less edu- 
catfed, } 

j . ■ ^ 

Social investment equations^ 

Part^ time * 0 tudenta 

-SC'BS-e(FG) ^ -SC-BS-eCFG) ^ (l-a) -(e) (ED) ^ ^ (Ha)(e)LED) ^ 

^ ; + (l+.i)2 (1 + 1)3 ' ' / (l + i)n / 

Full-time BtudentB ' ' - 

■ , ^ - 

-St-BS-e(FG)+FA + (L-a) (e) (ED) + + (]-a) (e) (ED) ^ py 

(]+i)l (1+1)2 ' ' ■ . (l+i)n 



SO ^ Social cost, including State and local expenditures and 4 

student tuition and fees . 
BS ^ Books and supplies 

e ^ Labor for^e particlpat ion' rate (employment rate) 
FG ^ Foregone earnings , 
FA s p i nanc i a 1 a I d • 

I Interest rate ^ " ^ , 

a,- Ability adjustment factor-^ ' . \ # 

ED = Earning differential between high school grajduate and_ 

person^ with less than three years of college^ 
py m p resen t va 1 of community college inves^tment 



How much more money in present dollars wi[Kbe earned by Maryland community ^ 

' college students enrol lad durfng the Fal l iemester because of the total 

' Investment by the loeal Jur^iidijctlons , and^the iUJdents themielves? 

Before aggregate eitlmates ^can be mad^, It Is neceisary to compute the 
social returns for individuals. The same method used to compU'te the private 
returns Is used in calculating the social return. Values are substituted Into 
the equation and the length of the time streams are the fame as those used for 
private return computation^. The social return -for an average cominun I ty col - 
lege student ranged from $3,078 to $16,008, depeiiding on the assumpti ons >made, 
(See Table 3,) The major factor In the discrepancy betvyeen the two figures is 
again the discount rate change from 10 to 5 percent, ^ 

To get an estimate of how much more money In present dollars will be earned 
by all Maryland community college students, the numbefl^of students In the vfrious 
categories is needed. For eKample, Tf more students |re In the fulHtime em- 
ployed categories as opposed to the unemployed categories, the overall return 
will be greater because of the costs of foregone earnings. Student data by sex, 
by full- or part-time status, and by emplbyment status are hot readily available. 
However, s'lx Maryland communi ty col leges , Including Catonsvi He, Montgomery , 
Prince George^s, Dundalk, Allegany, ^d Anne Arundel, were able to provide this 
information for the 1976 Fall term students, which made up^ about 60 percent of 
the total State enrollment. Using thefe statistics as guld^el Ines , students en- 
rolled in Fall 1976 wer4 separated into the categories rfes*lbed In Table 10, 

By multiplying the number of stj^ents in each category tlmes^ the calculated 
.social return, It is possible to estimat^e the present value of the total social 
returns for Maryland community college students enrol led during the Fall [976 
semester. The results, shown In Table 11, range from $33^ ^ 1 million to $1,333*4 
according to the asmim^Uonr made . (T^e student categories also aid in estima- 
ting average returns for both social ahd pri v^te I nvestments j 

The' actual retu'm to Maryland per se. is probably lower than these figures 
indicate because of the mIgHation of students from the State. As noted earlier, 
the number of former community college students remalnino^in the State is very 
high. ReduQing the es^tlmates ^O Yo'TS percent would a 1 low^^TS^ any over s tatement 
^because of Migration. ^ ft 




What was the Internal rate of return for the SQclal' Investment madV by the 
public, and the students? , ' 

The social ret^urn equations are used to compute the soci a 1 i ntern^l of 
return for community coile^e students. Overall, the return for the average c6m- 
munlty college student Is }k.S percent, which rea^esents a good m nves tmen t For 
Maf-yland- society. The Maryland i^ates of return are comparable to sdcial rates 
reportei'd in other studies, which' ranged from ]J,3 percent [^33] to'13.7 percent. 
['.5] , ■ ' ■ • . , 

J\\e sanip^rocess used In est imat 1 ng pr iyate Internal rates of return was / 
used In determining social internal rates of return. In the Gquation^s for social 
investment, "P\/-' was given a value of zero,' and the equations were solvtjd for 



TABLE ,3 

' HAMLANt MHliilNITV COLLEGES 



MESENT VAWES OF SOCIAL lETOlNS FOB INDHIOUALS IN COfflONITV COLLEGES 




Full-tiro Student 
" Employed full-time 

Einployed part-time 

Unemployed 

Fefnale 

' Part-tinie -student 

EmpToyed full-time 
. Employed part 
Unenipleyed 
« fi 
Fijil-tlnie sNent 
Imployed full-time 
Employed part-time 
Unemployed 



OS 



■oluinn 1 

'olunin I 

Colunin 3 

Colufiin k 

Column 6 

Column 6 

Column ] 
o ] 
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Earning differentials 
Earning differentials 
^Earning differentials 
^ning|iifferentials 
frnlng Viffer'entials 
Earning differentials 
Earning differentials 
Earning differentials 



not adjusted 
not adjusted 
adjusted for 
adjusted for 
not adjusted 
not adjusted 
adjusted for 
aajusted for 



for growth; ability factor, 

far growth; ability factor, 

^jpircent^rowth; ability 

3,5 ^IrckVow^h; ability 

<for4rowth; ability factor, 

for growth;;ability factor, 

3,5 percent* growth; ibili.|4 

3,5 percent growth; abilit 



23 percent; discount rate, 10 percent. 
15 percent; discount ratCj 10 percent, ' 
factor, 25 papent; discount rate, 10 percent, 
factor, 13 p^cent; discount rate, IQ'percent. 
25 percentydiscoliffkate, 3 percent. 
15 percent; discount rite, 5 percent. ^ 
factor, 25 percentyii count rate, 5 percent 
factor, 15 percentrf^count kit, 5 percent. 
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TABLE 10 

MARYLAND COMMUNITY COLLEGES 

HUMAN CAPITAL 
STUDENT EMPLOYMENT CATEGORIES 





Number 


Students 


Al I students^ 




76,877 


' Male / . 

Part'-t Ime students 
. Employed ful 1-tIme 
Employed part-time 
Unemployed 


10,663 
5,625 
5,000 


36,26it 


Ful l^time stuJents 
Employed fulHtime 
Employed part-time 
Unemployed 


2,803 
7,237 
it, 856 




Fema la " 
Pa rt^ t i me s tuden ts 
Employed ful l^time 
Employed part-time 
Unemployed ^ 


13,667 
7.210 
' 6,516 


it0,613 


Ful Htime students 
Employed ful Htime 
Empldyed part-time 
Unemplb^ed 


2,it8B 
6,i*22 
A, 310 





HA^yiAND COHHyNITy COLLEGES 
HUHAfj 



It 




PRESENT VALU 


E OF SOCIAL WS FO^ COMITY COLLEGE iTUDENTS 






-_jLiu,.i..L„,,^ III rr 


Column 1 


lol uiiin I 


Colynin 3 


Column ^ 


Column i 


Column ^ 


. Column.? 


Column 8 


Avirage 
IOC 111 return 










\ nm 


\ 15,263 




), : 16,008 


Avirage 
soclil return 
' for men 






8 ill 


11.359 


26,9^11 


i 

31,326 




32.653 


Aviragi 

Social rsiurn 
' for women* 


: 










323 


. 381 




Present value 
ofifl ' 
social returns 








^360,013,200 


•> 


n,173,516,3?2 


i 

Hi0^2J§0,133 


230.681, W5 



'm 1- Earning differentials not adjusted for growtb; ability factor, 25 percent; discoyrt rate, percent. 

Coluiin 2 • Earning differentials' not adjusted for growth; ability factor, 15 percent; discount rate^ 10 percent 

Colcn 3 - earning'differentiiis adjusted for 3.5 percent gr«th; atHity factor, .25 percent; iicount rate, percent, 

Colw I ■ Earning differentials adjusted for 3.5 Percent grcMth'; ability factor, 15 percent;. discoun rate, 0 percenjf. 

CeJumn 5 • Earning differentials not adjusted for grontb; ability factor, 25 percent; discount rate, percen . 

cLn 6 - Earning differentials not adjusted for growth; ability factor, 15 percent; discount rate, 5 percen , 

Col« 7 ■ Earning differentials adjusted for 3.5 liercent growfh; ability factor, 25 percent; ISCOunt rate, pe cen . 

ColuBi 8 - laming differentials adjusted for S.'S^percent growtbj ability factor, 15 percent; discount rate, 5 percent. 



•M.'' -Table 12 illustratls internal rater of return computed for di fferent 
categarfes of students based on the conservative asSMmptions of no money growth, 
a is percent abl 1 1 ty factor, and a 10 percent discount rate. The same 1 imita" 
tlQr)% that affected the computations of present values, mainly the negativs ef- 
fects of migration, apply to the internal rate of return calculations. 

The calcu^lat ion- of the sociaK ra*£es , usJng both present value and internal 
rates of return, falls to i ncl ude externa 1 benefits^ to society at large and 
nonpecuniary benefits to the individual Although these benefits are difficult 
to measure, an^ therefore omitted from the calculations, some day their signifi- 
cance should be recognized, 

=. ADDED TAX • ' ' ' * ^ 

Another way of looking at social benefits is by estimating the increased 
tax reventje that can be^expected. Tax estimates flow d I rect ly ^f rom the estinjate 
of income differentials found In th^ private human capital model by applying 
marginal tax rates to the income Increments. This measures the extent to. which 
the individual who benefits from higher education repays the public subsiaies 
he receives. While this approach does Jndl cate the^ exten,t to wh i ch I nd i v i dua 1 s 
fepay subsidies through taxe^ It provides little Insight Into the decision 
making process of a 1 1 oca 1 1 ng 'current funds to education. 

What are the costs? 

When* cons iderihg future tax revenues, often costs are IgnQTea^" HoweveX^^ 
just as foregone income Is Importaryt to studenti attending school, foregone, tax 
revenue is ImRortant to the publ i c (at\large. The student who works full: or 
part-time while he is in college is\Hss costly to society tham one who ir un- 
employed, at lea'st from^a tax standpoint. Incremental taxes that would have 
been received by State and local governments were estimated to be 5-6 percent 
of foregone earnings attributed to Individual students^ not including any 
property tax payments^ [15] . - 

'■'^ 

What are the benefits? 

—— . ~: ■ " . ■ " 

. The benefits are the increased taxes students pay on income resulting from 
their educational investment. 'The same percentage used th computing foregone 
taxes (S.6 percent) was multiplied times the earning differentials used in 
estimating the private investment returns. 

What Is the present value of^ Jhe addj 1 1 ona 1 State and Ideal tax reven ues 
- generated from the increa^d earning'sT ^ ' - 

Using the tax equations below, it is estimated that the average studenL 
will pay increased texes of $327 to $1,009 In present dollars, (See Tabic 13 J 
The present valL^-ef the additional taxes the State and local governments chu 
'expeetfrom communi ty. col lege students enrolled in the Fall 1976 term is be- 
twe^,ri.$25 million and $77 mi 1 I ion, ^ depending on the assumptions made. 




TABLE 12 



MARYLAND COMMUNITY COLLEGES 

HUMAN CAPIlifc ^ 
INTERNAL RATES OF RETURN 
FOR SOCIAL INVESTMENTS 





1 nternal Rate 
of Return 


Average student ^ 




r 


Male 

' Part-time student 
Employed full-time 
Emp loyed part^ti me 
Unempldyed 




40.5 
16.8 

10.7 


Ful 1-time student 
Employed full-time 
Employed part-time 
Unemployed 




45-8 
18.6 
13.2 


Fema 1 e ^ 

Part-time student' 
Employed ful 1 -time 
Employed part-time 
Unemployed 




10.0 
4.9 
•2.4 


Ful I'-time student 
Employed full-time 
£mp loyed part-time 
^ Unemployed 




9.8 
5.8 
3.8 



mum 



ES 



HUHAN WPITAL 

PRESENT VALUE OF INCREASED TAKES DUE TO COHHUNITY COLLEGE INyESTHEI^TS 





rnl umn '1 


1 ' — i 1 

Cnlufiin 2 


ColiiiTin 1 


Co umn 'i 


if 

1 CQlufiin 5 


Colunin i 


Column 7 


Column 8 






M ■ 


<(JJJ 


$^59 


1, 

$883: 


1986 ^ 


' $899 


■ $1,005:' ' 


Jotal taxes froni 




f 














' all stu,din£s 




,$2^,718,520 


'$2S,m,5^0 




'$67,e6l,?0l 


575,80^,13^ 


$69,115,289 




Hale 








if 








* ■ ■ 


Pir^tifiie stydent 


















EfHD ovgd ful ifiie 


1011 


1 0§1 


1 .0^13 


1.078 


■2,010 


2,290 


'.2,057 




Ernployed part^tiine 


m 


m 


• .'Jig 


; JS't 


1,682* 


1,9^2 : ' 


1,709 


■ l,98j\' 


Uneinployed ^ - 


. 31? 


m - 


;327 




..1,263 


1,S23 


1,29|]' 




Full^tifne stydent 














1 / 




Efnnl f^vpd ful 1" t inie# 

LiMUIvYbvl lyi 1 b i jjlv^ 

Efnolftypd n^rf'^tiiii^ 


721 ' 

^ 512 


599 

J J J 


731 


766 

617.- 


1,858 
1,702 • 


1,783 " 


■ l,l|8 
1 ,12 


i.9^r 

' 1,305 


Unemployed 

1 

b amn la ■ 

rqulale 
rait tlfll^ sLuuefTy^ 

FfnnlfiwpHi fi 1 1 =- f i lii^ 


■ 393 


• 


■ m 


. ii38 


X§3! ' 

I 




1,151 


1,63!) 


i 1 Vv 


119 


111 


126 


loa 


lit 




277' 
151 


Employed pa'rt^tifiie 


•/ -12' 


1.^ 




a. 




■ i 117 


UnefnD loved 




■ '126 




■119 


;'28 


'0- 


. ^^19 


15 


Ful htioie student 


i 
















Efuployed full-time 


97 ^ 




102 


117 


219 


' 2i|8 ' 


■229 


' ' 262 ^ 


Eiiiployed part-'tioie 


16 ■ 


■ 30 


21 


36 


133 


162 


, l'i3 


1?6 


.Unefiiployed 


"J2 


-57, ■ 


■ 46 ■ 


■ 1 ._j — 


^3 


72 


53 


^ 86 



Coiufiin 
Colunin 
loiunin 
Col unin 



Colufiin 
Colufiin 
Colunin 
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2 - 

3 = 
It- 

6- 



Earning 
Earning 
Earning 
Earning 
iarni,ng 
Eariting 
Earning 



differentials not adjuited fof growth; 
differentials not adjusted for growth; 
differentials adjusted for 3'5 percent 
differentials adjusted for 3-5 percent 
di fferentials not adjusted for growth; 
differentials not adjusted' for growth; 
different ills adjusted for J. 5 percent 
diffiirentials adjusted' for 3,5, percent 



ability 
ability 



OS' 

y 



growth; 
ability 
ab i 1 i ty 
growth; 



factor, 25 percent; discount rate, 10 percent, 
factor, 15 percent; discount' rate, 10 perdent,, 
ability factor, 25' percent; discount rate, 10 percent, 
ability factor, IS 'percent; discount rate, 10 percent, 
factor, 25 percent;' discount rate; 5 percent, ' 
factor, 15 percept;' distouii|i tip te, 5 'percent. 

ability factor, 25 percent ;Wiscount rate, 5 percent- 
ability f^tor, 15 percent;||iscount rate, Lpereent^ 



^ - , * 

To find the total amount of Increased taxes the State and local goVerhments'* ^ 
can impact p the Average jax payment per Individual Is multlpUid by the number 
of student! enrolled during the /all 1976 semester* State and local governments* 
spe,nt over $68 million for credit students enrolled In community colleges In 
FY 1977. According to which assumptions are used,' the taxpayers may , be fttle^to. ■ 
recapture some or all of their eKpenditurei . . . x 

Tax equat ions : ^ , { 

* Part-tirnB atudintQ 

• ■ ' ^(t)(e)(FG) J -(t) (e)(FG) + Ct) ( 1 -a) (eH|D) + ., . . + (t)< 1 -3)^^) (&D) ^ py ' 

• (1 + 1)1 l(I + U2 (! + l)3 " + . . ' 



'Fu 1 1- time *e tud&ntB 

-(t) (e)UG) , itH]-B)ie)m . . (t).(l-a)(e)(ED). , py 

+ (l + i)2 • , , U + i9" 



^ Average percentage of personal Income paid in Statfe and local 

taKes , eKclusfve of ' the property tp'x 
^ Labor force par t r c i pat Ion ^ rate: (employment rate) ^ 
FG ^ Foregone earnings 
i - Intarest rate - ■ . 

a * Abi 1 1 ty adjustment factor ■ * , ' = 

ED'^ Earning differfential between high school graduate and person 

with less than' three years of college 
PV Present value of community college investflient 



i i 
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.wPART I'h HUMAN CAPITAL I NVESfMENT 
V ^ CONCLUSION ' . 



0-' 



Several other factors ihouVd be cons r In using tlfvese eit^ma|es of 

returns for private and social jnveitments ^ecause the returns ^used the 
study ars based -on average eKperlencei of pist students. Use of the riesu 1 ts 
to jusrlfy an Increase in higher education issumes the: arddl tlon^ students 
will realize rates of return comparable to those of past studeDts , , It Is pos- 
sible that returns at the margin may fall far below those found In ,thls study. 

' This part of the Study also does not atteilppt Xp measure the^ economi c im- 
pact of the' growing noncredit programs. ThIsMs due primarily to lack of in- 
come data for students enrolled In these' programs , rn -the future. It may be 
Important^ to include these communi ty col lege programs since the returns on 
the relatively low-cost, short-term noncredit courses may far exceed those for 
traditionai credit programs,^ , ^ \- 

F^rtally, the estimates in this study fall far short of an accurate deter- 
mination of all the social and private beneffts that come from fnves^ihg in 
community college education. The returns^ computed, how^ imply that for 
now Investment In community colleges is sdUnd economrff pol Lcyv * 
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MUtTIPLIER EFpECTS 
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The multipiler effect is an economi6 gauge of the expansloh of dollars in-^ ' 
Jected Ifito ^ gi ven envl ronment from a slhgre source. The expansion of doriars^ 
-Hn crrmi+atlon product of the aiit^^ibtttloh and piHlil recoy of the 

initial investment. The purpose of a multiplier is ,to reflect In the estimated 
Impact of an initial eKpendlture the second, third, and higher order effects' 
resul t ing, f f'O^Ti the fractlbn of each initial dollar passing Into the hand^of 
local businesses and' individuals who respfen^^ partly on local gaodi and services 
and partly on items originating outside the area. The final impact of the ini- 
tial expend i tu re wi 1 1 be some mu 1 1 1 pie vary i ng. dl rett ly in size with the re^ 
spending fraction and' i nversely wi th the amount of leakage from the first spend- 
ing cycle, 

. ' ' ' ^ ; 

The tatal gain in local income depends prlmari ly ^o.n how much of the respend- 
Jng is absorbed by' local suppliers as opposed to the amount that leaks out of the 
region to^ business on the outside. The smaller and less s^lf-suff icient the re- 
-gion, the larger the portion of Vespending that leaks out^ and the smaller the 
multiplier effect df the original investment. The larger the region, the great4r 
Is the total cycle of respending recaptured by the region, and the larger the 
multipl ier,l ' ' / 

Harrison says^ "It can be seen that the decision whether to i nc 1 ude^secon- 
dary and' tertiary benefits and costs of a fcheme depends entirely on the ac= 
counting stance taken , , , the importanpe of an Industrial project Is not only 
in the direct employment of ^abor or the payment of county and municipal taxes, 
but also In the employrrent and expenditure Induced by the deve lopment , 

It should be^ pointed out that mul tlpl ier effects are generated only by 
exogenous investment or spending that does not wl thdraw 'resources from alterna- 
tive uses in rhe region. Therefore, education paid for out of local monies will 
not Incur multiplier effects. In the same way, investment in a r'egJonal college 
cannot be valued for its multiplier effect if this educational spending displaces 
otheri forms of external 1 nvestment tbat-would have created as much employment, , 
Increasas in productivity, higher Incomes; and equally larger multiplier ef- 
fects, - ^ . / ' % / 

■ ^ . , . ' ' ; , i , . ' ^. • . 

Studies sh^ow the range, of rfiul tipl iers for smalbareas to be, .from about KOO 
to J. 70, the majority of which arJ' less than In ^larger areas, Such as 

States, the multiplier can be from 2,00 to 3.00, while the large;st|of regions, 
such as the United Itates, the mul t i pi ler reaches a magnitude of atfai/t three- 
■fold the size of, the Initial investment- 'BIsh and Brown point out seyeral^ f?^- 

tors which affect the mu 1 t I p 1 i ert ^ . ^ . 

-# 

1, Geographic size of the area . . 
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2. 'size of the faci J i t^/work force 
/ '3. Diveriity in the local economic act! vi ly 
• ^Current growth ' / ^ * 

5. Forward ^nd backward ] inkages^to Industry ^ '/ ^ 

"I, ^ Payroll leakages . 

7, Underemployment ' , ■ ' ■ '\ 

8, Excess buslnesSf capacity. - / ^ , 

9, Unfilled vacated^aobs ; ^ / 
[ Wr Increased participation in the labor force 

■ . \_ IK UnemploymCTt ^ ^ ^ . V ^ 

A study of the establishment of new manufacturing^ plants In fiye rural ^ * 
towhs in Kentucky ijlustrates how these factors can effect the secoodary impacts. 
For example; commuters /from outside the impact' region had a negative effect on 
the multiplier. The study; equated the total Increase U income due to new in- 
ddstry to th^' community income multiplier times the new industry payroll. Th6 
communities, ranging in populatldn from 2,000 to &,000, had estimated i^ncome ^ 
rtiultipliers of 1;A6, 1,73, 'Ki*3, 2,02, arid K26, which are relatively small 
because of underut i 1 I zat Ion of employees,^ ' . 

In a sttidy sponsored by the Econornlc Development Administration, thel mul- 
tiplier effect wis also considered In dfetermin i ng benefits, to a commurvrty from 
new industry. Almost 100 case studies were reviewed, encompassing more than 700 
manufacturing plants in 2^5 locations and states. The ftudy found that while 
industry undeniably brings new Jobs to a community, there' rs- some question of ' 
who gets the new Jobs. -Because many of the new employees came from. without the 
impact area or were newcomer's 'to'^the' labor force^ primarily women, new industry 
did, little to reduce unemployment and poverty. The employment multiplier ef- 
fect for a majority of the rural communities was less than 1.2, with j+re highest 
at 1.71. s » " ' ■ V_^' ^ 

While these studies were concerned only with rural qqmmunities, it follows 
that the same cond i t Ions 'ex i s t for larger areas, although perhaps with less 
consequences. Similar multiplier effects for larger communities will rarely be , 
greater than those reported above because of leakage' factors which affect all 
areas. For example, the larger the lecal market area and the more dIveTsrfled 
and integrated its economic base"', tha eas ler it Is to-absorb additional local 
demand from col lege expenditures with smal ler addi tional requirement^ for labor 
and capital. These studies produced figures lower than those generated by re- 
gional impact models. Models based on .cross-sectional data will us ^a^ 1 y ' predi ct 
• higher impact! level s , however, than are. found in- actual case^sttidies,. ' , 

In some of the economic impact studies in education, ^ traditional multj- 
pllers are not' used; instead, coefficients representing local marginal propenr 
sities to spend locally ah emplo|ed. It is clear that, these coefficients are 
Intended eoTnclude convent 1 onal^Ju 1 1 i p 1 I er effects because they are applied to- 
secondary expenditure and empl^ent totajs and. are based on ecLinDmic base ■ 
studies. The total eff,ect of the coefficients in these studies is an average 
income multiplier effedt on expenditures qf 1.9, and on employment of 1.5. , 



f 



Selgas, at al, point to ^problems in decomposing' thp multipUer effectsl * 
The linkages batween the multlplfar effect and the coeffieients are weak and 
based on Uttle empi rical data. In thelK study, ^y. using survey data and 
mult Ipl fer 1 i teratures they tame up^/ith a multiplier of 1.^5 for the Hafrls^ 
bufg, Pervfiy Ivan i a trii- county ar^a.^ 

Both rncome and employment multipliers then will depend on the size of 
the impart regions its growth and economic activity, among other, things. Be- 
cause the income and employment multiplierf are based *on simi lar'da'^ta, the 
s^ma mul t Ipl 4er wM 1 be used^ for- both "m" and "j" for col lege regions, Bacause 
there are indications the employment multiplier is not as fleKlbKe as the in-- 
come multiplier due to migration effactSs' the State amployment multiplier wi 1 V ^ 
use a more conservative estimate. Multipliers used in this study wi 1 1 probably 
result in conservative estimates of income^experidl ture effects. Suggested 
multipliers to be applied to the fiftefn community college regions in the State 
are:. .. ^ : - ' . 







Projected 
Population 




Col lege 


Impact R^ion 


Januar^, 1977 


m and J 


^Al legany 


' Al legany County 


82, 100^ 


1,2 


Anne'Arundel 


Anne Arundel County 


355,300 


1.3 


Bal t imore 


Bal t imore C i ty 


826,200 


K45 


Catonsvllle, 








Dundalk, Essex 


Baltimore County^ 


' 643,800 


1,4 


Cecir ' 


Ceci 1 County ^ 


. 56,700 


1,2 


Charles 


Charles County 


.63,800^ 


1 ,2 


phesapeake 


Kent, Talbot, Carol ine, 








and Queen AnnA's Counties 


85, WO 


1.2 


Frederick 


Frederick County^ 


101,000 


1.3 


Garrett 


Garrett County 


24,900 


U2l 


Hagerstown 


Washington County 


110,000 




Harford 


Harford County^ 


141 ,200 


K3 


Howard 


Howard County 


108,500 




Montg'omery 


Montgomery County 


585,300 


1,3- 


Prince Georgei-s 


' Prince GeoLrge's County ^ 


682,400 




Wor-'Wic Tech 


Worcester and Wicomico 






Counties 


. 88,400 ^ , 


1.3 



Marj^lan^ 

Commun i ty Coll eges 



State 0^ Haryland 



4,170,600 



2,0 (m) 
1^5' (j) 



^Barclay M* Hudson, "Regional Economfc Effects of Higher Education 
Institutions,'' Soaia-Eaanomia Planni>2g Saienae^^ 8: 181^194. 



Peter Harrison ^ The Appl i aa ton of Benefi t- Cost A rm lysi t o Prop a n c > I Lt i ru I 
Uk 0 Oh ange : The GuBmc^ a Is land arud Bar t Susan Conflicts ^ '^mqnog rBph (Seattle: 
UHiiverslty of Washington, May 1971)* *^ " 
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'^Robert L* BIsh and C^andis L. Brown, 'M^ssues In Energy FacI 1 i tf» Impact * 
Forec^itlng," praparsd for ^he Offlca of CoiStal Zone Managamant, June 1977. 

^Cbarlas 6. GarHson, *'Naw Induitry In Small Towns: ^hfe Impact on, Local 

' ' _ " ■ ^ . ^ ^ ^ - _ . 

^Gene F, Summers and Jean H, Lang, "Bringing Jobs* to Peoples Does It P»ay?" 

Small Tomi 7: : . 

^John Caff ray and Herbert H.A%Bmc^ rEBtirr^tingt of a CoiteagMn-^ 

the Loaal Ebonomy (Washlngtonp D. C*: American Council on Education, 1971)* 
Norval L. Wallsfry, "The Economic Impact of the Virginia Convnuni ty Col lege. 
System," 1966-7^4, "dUsertatton^ VHrglnla Polytechnic Institute and State Uni- - 
verslty, 1976, and Katharine Lyal 1 and Rpger Stough, EeHmatdng t}^ In^aat of 
the Baltimore Baaed Johns Hopkins InaHtutiona on t}ie Battimor& City Eaonomy 
(Baltimore^ The Johns Hopkins Unlversltyp 1973) • V _J 

"^Jamas W. Selgas, John.C, Caussy, and Clyde E, Blocker, The Impaat of the 
College on the Loaal Eaonomy (Harrisburg, Pa.i Harrlsburg Area Community Colleg 
1973). . . ^ ^ 
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GRAVJTY THEORY 



'' The factor "EL" represents the proportion of total nonhouslng eMpendltures 
that an individual Is likely to make In his local environment. This factor as- 
sumas the gravity theory which states that the amourtt~of money spent -for non- 
housing expenditures is Inversely proportional to the square of the distance to 
the point of purchase. This is shown In the equation: 

DS , 



EL = 



RS^l RS^2 



RS 



„ 2 
"L 



2 ^ 2 
0^2 D^n 



R5^^ total period retail sale> in the local envi ronme 



nt 



D|^ ^ average distance or travel time for a local l.ndlvldual to make 
a purchase within his local environment 

RS.,=i ^ total period retail sales in the n^*^ competing neighboring community 

* ■ • 

Da*n - average distance or travel time for the local individual to make a 

purchase in the n^"" competing nefghbormg community - 

Th!S%ssumed proportion is not necessarily universal ly true, and studies by 
ar^a or state planning departments should be consulted whenfavai lable. Period 
retail sales can be found In the Retail Tirade Area Statiet^hs and^SelBated ^ 
SePviams: Area'StatiBtiaa , Census of Business* 
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MARYLAND BUSINESS VOLUME 

Maryland business volume was estimated by fl^rst dbtaining the sum of the 
dollar volume of retail, selected services and whoTesale sa les , and va t ue idded 
-by manufacturing In State, ^^scausar^hemoJ^^^^^ figures aval lable" for . 

;all these values were^for 1972^ thil sum was weighted by the ratio of 1976' State 
sales tax receipts to the 1972 receipts to make the figure more representative 
of current conditions. . 

1971-72 Maryland Retail Sales^ $ 9,^80,0M*000 

1971-72 Maryland Selected Services^ 2,261,677,000 / 

1971-72 Maryland WHolesale Sales2 10,212,246,000 

1971-72 Value Added by Maryland Manufacturing^ * 4,697,^00,000 

Total Maryland Business Volume 1971-72 $26^651 ,366,000 



BV, = $26,651,366,000 X ^19,^12,000'^ 
L ' • 291 ,981 ,000 



■ BV^ = $26,651 .-366.000 X 
BVjl = $26,651,366,000 X 1.4364 



BV^ = $38,282,022,100 



■ ^2978 Retait Trade Area StatiatioB and Seteated Services: Area Statistias^ 
Census of Business, 1972. • 

^ig73- Vholeeale Trdde Area StatvstioBf Census of Business, 1972.^ 

^1972 Census a f Mariufaa during ^ S, Census Bureau, 1972. 

~- Report, of the Comptroller of the Treasury of Marytand^ State of Mary]and=, 
1972 and 1976/' 
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'INTRODyCTION TO ' . 
REVjEW OF THE LITERATURE 

The contirlued grbwth in college enrollments and in the number of college 
educated people is hn indicafmh that collage attendance is and/should be a 
part of the norma 1 educa t i ona 1 exper ience. of 'people irf society today. Not only 
has the demand for col lege=educated pedple expanded very rapidly, but at the. 
same t i me there' has developed a widespread belief that higher educat ion offers 
a- s i gn f f I can t source of other re|urns that benefit society at large. ^ 

In response to this desire fpn more universal higher education, the com^ 
munity college segment has seen unprecedented growth, in the last 20 years. 
One of th^major reasons for this^^has been the accessab i 1 i ty of community ool- 
leges in Maryland and the rest of the United States. By' iowering the cost of ^ 
higher education to students and providing easy geographic access to Institu^ 
tions tha t subs tant i a 1 1 y reduce the economic cost of higher education^ the com- 
mun^ity "col reges^ have opened the door to higher education to a whole segment of 
the population which probably wc3(uld not have been able to obtain any colluqG 

■ u ■ - - \' • . 

educa t I un 0 the rw ise . \ - = 

The pommun i ty col 1 ege segment has already provided many benefits to the 
popula^^'ioh of MarylrnuU not only in terms of the value of the education pro- 
vided to the students, but also In terms of the diffusion of higher aducniion 
i n s t i t: u t i o n s a n d t he c u 1 t u r a 1 and s o c i al advantages t^h a t t he y off e . W[,i i i n 
riios t. "^aich benefrts «re easily [dentified, the quantification of tiidsb benoMts 
IS a noct^sHar^y ehMiu.Mit in ih& pi^ncesb of fnakinc| decisions ai;out tha^ (uiui'v 
tlifCH:tion of coininunity codloges. Taxpayers, and their 1 eg i s I a t i vu rep ri^son L i vi- 



at an Uve.ls are hard pressed to ^ont i nue%he level of .support necessary to 
finance the expanding costs of Ucat i on . Evi dence ust 1 fy ing the h nves t^^erit 
in public; coninunity col I eges ^ shoul d, be useful to those who must cnake decisions 
about alterrfativa uses of public funds. ^ The ^ommun^ty col 1 ege pKfgram has ha0 
a con5ider;aile i-ppact on individual communities and the^tate as a whole pro- • 
viding.both economic^and social^cUl tural benefits that accrue to individual 

and SQciety in general. . ^ 

The economic benefits can be |ons i dered according to the tiles of impacts 
generated. First and foremost is the investment aspect of education. As a 
res.lt of education, the employee and his employer can expect more productivity 
and a higher income than would otherwise be expected. Both society and the 
individO^l benefit as a result of the increased productivity and Income. As a'" 
corollary to higher incomesthat col lege educated persons generally command. 
,they are bette^abl^ to pay taxes, making a larger contribution to the public 
■ revenues. \ in this way. public support of higher education can pay off in in- 
creased future tax revenues which provic^ return to the public sector on its ■ 

Invostmant in education. 

Finally, the operation of the community collegd results in more immediate^ 
community benefits by providing increased jobs locally, directly as a part of 
operating and capital expenditures of the college and indirectly as a result of 
the spending and ^espending of theJrtcome earned by the employee, of the col. ' 



1 age 



'm lost 



Associated with these |,enefits are cost.. .These costs includa not only 
the capital and operating costs of the community college program, but a Hu the 
.opportunity cost, associated with the income, tax roceiptsl and productic 
while the student i. .nValledMn school, .nci thu lost property tax roc«ipts 
the property which is removed from the tax rolls, Whll^not all these costs 



are associat4d .wi th /eachXenefi t, they must be included in the calculation when 

appropr i ate. ' / > 

/ •.- ■ ■ ■ - ■ 

In' addi t i'on/to the economic benef I ts there are additional social and 

cultural beneffts that, while part of thexcollege program, also extend to the 

community by / jiTiprov i ng the qMallty of life there. There a1 so are addi t ional 

benefits associated with higher education which can be classified as improve^ 

ments to /the qualify or quantity .of human resources in the community. The 

fa^j]ty?and staff provide technically trained people who probably would reside 

elsewherfe if the community college were not present, and the students comprise 

a ski/l)-ed, low-wage, part-tinie labor force which otherwise would not be present. 

Final'^y, it is to be expected that the staff, facult^^'and even the students of 

th^ community college^ will have some social impact on the. commun i ty . Dobesh 

a/i(J' Henry point out th^t there are various social benefits that society re- 

c^^U(es from the education mission of community colleges. "Foremost among these 

yeneflts is the greater understanding of the nature of man, his environment and 

/the' society in which the student will function tKroughout his lifeJ'3 Others 

/have argued against limiting student output as student credit hour aqqreqa- 

tjons-'' Hyman et al.- in an extensive study found that "education produces 

large, pervasive, and endyring effects. on knowledge and receptivity to knowl - 

edge,"'" They go on to say that knowledge is a fundamental purpose of the entire 

education enterprise, not as simply to Increase earning potential. 

Howe V e r , research over the years h a s p rove n that education Is d i r e c t I y 

related to Incrtiased earnings, and that higher education institutions do imf^act 

the coinniLjn i t I es In which they are located. One way to better underf^tand ijja 

economic IiTipacts of education is through cos t^ bene f analyses. By uh i hcj"' tjli i s 

tool it U possible v^eigh the benefits aqairist the, costs in get a cfp^i^vv 

picture of tfie va r= i ous J mpnc t s . ^ Before looking specifically at t fiu ^^^j 1 i ecU i ons 

' 1:. ■■' ' i 
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of cost-beneflt^ techniqJes, it is appropriate to review tiie history and de- 
velopment of cos t-'Henef i t analysis* . 
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' ' ■ COST-BENEFIT ANALYSIS 

History and Deve 1 opmant ' . • . ' 

■ ' ■ ; ' - ^ , • ' ■ 

Co's t-benef i t ana 1 ys I s , i s teAn I que for mSkt hg decl s i ons- wj^thi n a f r 

work decided upon in advance and involving a wide Vange of considerations, many 

of which have a political or social chara4ter. It irnot relevant or service- 

abVe for large-size Investment decisions that are likely to alter the whole 

econoniy.^^ - McKeaa says the purpose of costrtenefit anBl^sis is to help dptermine 

both^'the size of a budget, or the number of projects, as wel 1 as the particular 

projects to bi' under taken , ,The criterion used to Indicate the relative merits 

of different proposals Is the ratio of benefits to cost.^ . , 

The weighing of pros and cons has been around since man appeared on earth. 

In the .United States, formal cos t-benef 1 1 ' ana 1 y s 1 s dates back to the early part 

of the 19th century when Albert Gallatin and others studied alternatives for 

•canals and turnpikes. Slnce^then techniques have, i mproVed as, tools to help 

decision makers economize.'* Harrfson points but that cost-benefit analysis is 

' 'j • " • . 
a method of assessing prloj-Jtles In investment decisions, especial l,y at the 

federal level w^er.e it has seen the greatest use In water resources management.'' 

For example, as early as ]B2k the Navi gat ion- I mprovemeat Act and in 1902 

the Reclamation Act provided for surveys and engineering reports to1ie made for 

each^froposal . The idea that' Ifbnef i ts should be measured, and that they should 

exceed costs In order that o project be justified, became widespread in the 

thirties/^'- Durlnq the fifties, greater use of cost-benefit techniques vvere 

used in a varioty of agencies at the federa] level, and by the sixti-es ware 

>einc] adop^fied' by^ s ta tesj.i>nd jocal governmqnts, 

^ ^ : ■ [)-/ 

i: 



OurNng this tlme,^ three techniques were developed to measure cj^sts and 
benefits. In the Present-VsldS Rule, a project is adopted when the present 
value of the associated stream of net'beneflts or net rece I pts , d i scounted at ( 
the appropriate rate of interest, is greater than zero; In the I nternal -Rat^' ^ 
of-Return\^Rule, a project Is selected\ if the Jnter^nal rate of return \% greater 
than the appropriate rate of Interest.) And finally, in the Annual-Net-'Benef I ts 
Rule, a project is a\dopted If the annual net benefits^ are gr^^ter than' zero 
when comp^ited at the appropr i a te rate of Interest. 

In determining costs and beneflts,\ there are two kinds of economic ef-^ 
fects for any prbposed policy, I ncl ud i ng ef f i c I ency , or how much Is available; 
and d I str ibut ion, or who gets what share. Cost-benefit analyses are primarily 
concerned with economic feasibility, that the economic value of benefits are 
greater than the economic value of the cost|, to whomever they otcur. " A 
cost-benefit analysis, therefore, is concerned with the economy as a whole, 
:w 1 th the wielfare of a defined society, and not a smaller part of It.^^ Welfare 
e|dnomic5, on the other hand, determines If a government^ expend i ture is desir- 
able by analyzing If the program Is economically efficient and If the Income 
redistribution effects are desirable. 

Blaug says that|'-in one sense, cost-benefit analysis Is an attempt to do 

\ r , 

explicity what the price mechanism does implicity, namely, to choose investment 
projects in order of their benefits per unit of costsJ'^-' It Is necessary to 
be expl ici t "because a whole range of government services are rformally supplied 
^rthout Vrices being charged .for them. Often, there are no prices In terms of 
which benefits c^n be evaluated. Cos t- bene f I tNana 1 y s 1 s then, provrdes informa- 
tion//Tiuch Ml<e consunier^.research . In the public sector the test of survival 
is olrten judgment o survival in the policical process. But even more impor- 
tancly, it pauses orftcials and citizens to look at problems of choice in the 



right ways, even if values must be determined on the basli of, judgment. It at 
least helps to raise the right questions. . ,^ 

Wilkenson defines cost-benefit analysis as a comparative cost study 
rather than a predictive or descr i pt i ve study . He points out that It is also 
referred to as economic analysis, cpst-ef feet I veness analysis and systems 
analysis. McKean argues that the differeVit names are used to distinguish 



|mong appILcatioh. The first is used,' for example, when economic policies are 
compared, the second when defense actions are compared, and the third when 
alternatives Include complex, interrelated par;ts.-^ 

Even though economic analysis Is imperfect, it can be aji effective tool 
in evaluating public spending pqlicies. Prest and Turvey; point out four 
strengths of the process: 1) forces quantification of costs and benefits... 

as well as possible to replace vague qualitative Judgment or personal hunches; 
2) It provides clues to charges consumers are,\vllling tp pay; 3) ft raises 
appropriate questions; and It c^ act as a screenTng device. Its use in 

the publ Ic . sector is also important because I t extends the profitability cri- 
terion to benefits accrued to individuals who do not bear any or all of the 
re I a ted costs 

The major weakness is tha.t It assumes .the^ cl ass i ca 1 model of perfect 
competition being in equilibrium and that market prices reflect opportunity 
costs of goods and services and^are unaffected by the entity ur|ler analysis.^'^ , 
Oth^s have ^Iso noted that noneconomic gains and costs , of ^pn £fe Ignored, / 
Those fdt^^^s^vhJ ch cannat be quantified neve r the le si must be considered. 
McKeran says that this is the * major limitation of cost ^benefit analysis, and 
even when quan t i f i cat I on i s ppss I b 1 e In jioneconomi c 'cases , ext reme cout ion mus 
bo exercised. ^'The dIfficultiDS are npt created by cost-benefit analysis/ 
Moreover, they do not re^ider qijan 1 1 ta 1 1 ve an* 1 ys i s 'use 1 es s . .They simply mean 
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that one. has to be discriminating about when and how to use .various tools,"*'*^ 

../_ ' ' ^ 

The benef i t- to-cos t ratio Is not tf^ only piece^of information used In makirlg 

-a decision^ but it can play an important role in the final' determination.^-^ \ 

] / ■ ' 

Problems or Factors to be Considered ' , , 

A major consideration In cost^benefit 4na]ysis is determihing the impact 
region because* impacts are e^xerted at d I fferent^ points In completely different 
economic spaces. For examplk, at the national level, a 'closed system, the 
external effects balance out throughout the economy. Determination of the Im^. 
pact region, then, becomes important i^^ dec! d I ng wh i ch indirect/or secdhdary'^ 
costs and benef i t^ j'^. should be included* On a national levelj only direct costs 

and benefits are considered, since including Indirect costs would result in 

J - 

duplication or double counting.. Assessing regional Impact (^st> include all 
costs and .beneffts since the^ expected external effect can assume greater im- 
portance* Prest and Turvey add that because numerous types of ben^lts and 
many different bene f i c i a r I es^ make^^ doUb 1 e count I ng ■possible, a. limited purpose 



1 

makes development easier.^' - . 

McKean notes that primary benefiti are of.ten defined as the'amount tfTST^^ 
people would pay^ for the output ot a prpject*"^^ Government agenc 1 ^S" a 1 so have 
conceived primary benefits as the value of gogds and services that stem from a 
proj (But by doing Lfiis the arror of doub 1 e \co^nt i. ng ca^^n be conipounded . ) 

Secondary benefits are the values added over and above the value of the imme-'* 
diate projectb or services of the project as a, result of activities stenTiing 
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f rom o r i nd u c ed i^y the W oj e G,t . ^ ' M c Kea n warns against the use of e c o nda ^ j 

- \ \ 

benefits : '"If tfil^y aru qanuine gains to the ecopomy why \b It that private 

f i rms a r e no t en r. pu r a qe cl t o t a ke t h e m i ri t o ac c oun t ?" ^' As f ^i r a s econom i c e f - 

ficluncy is cancer ned, these Lrruisfers are irrelevant, thouqh they are jnipor = 

t^int to the d i H t r i hu t i (Ml of v%/ecillfi= ) • ' 



A similar concept that enlarges on the .def i nl tlons of prin^ry and sec^ 
/^opdary- benef I ts is the difference between pecun i ary and technological effects* 
Technological effects, 1 i'ke primary benefits, represent real loss o\r gain, to 
society. Pecun iary effects , on the other hand, affer no change in real produc^ 
tive possibilities, but effect changes|^In relative prices, which only redis- 
tribute goods and servjices among people. This Is applicable to a closed 



econ^Tiic system, such as the United States or even Maryland where secondary or 
pecuniary effects reflect only shifts ^i n relative demand patterns and cannot be 
coui^ted as real benefits, ^ , 

The decision cpr whether to Include secondary or tertiafy benefits and 
costs depends on the accoijnt I ng region ent-lrely. In a county impact regton, 
for. example, local multiplier effects can be eKtremely important, especially 
if the impetus is created f rom wi thout . In a closed system, multiplier ef^ 
fects, reflecting secondary gains, are almost inappropriate: ^ 

*^ Every expend rture project may be regarded as adding to total 

demand, and thereby to^ i ncome and employment, if In^js assumed - 
that the level of total expenditures on all otherX th 1 ngs i n 
the economy would be the same whether or not that project 
were undertaken. However ,^/'i f it is assumed that the alterna^ , 

\ tive to one project is som4^^ other one, then the income and 

employmept effects are not; an appropriate criterion for de^ 
CIS ion making , , . If the alternative were not another 
government project but a tax reduction, this would permit an 
increase In private expenditures,^^ 

At the county eve^l , however, the spending by the state, for example, for com = 

munity college education represenCb spending that might not otherwise have 

oc c u r re d , There f o r e , d e t e r m 1 n i rrg the d eg r ee to which r e s pe n d i n g oc curs i s i iri = 

po r t ti n t to u n d e r s t a n cli n g the. full i frjpa c t o f ' t he project on the c omrnu n i t y . 

Harrison points out that t^lie linpact may d 1 so be Felt by other nearby drc^rj, 

pecial.ly by Industries Importinq materials. It is possible that the impnct to 

the tiroci of a projec.t's location could be [Tilniinal IF Inputs arc iinportcd aful 
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value is added primarily to capital as opposed to labor. Another factor which 

■less|ns the Impact is the extent to which tte ownership is outside the locality. 
Thereffere* Irl addition to focusing qn absol ute ' s.1 ze , It is necessary to look at 
the linkage patterns expected. 32 .Several methods have been developed $o measure, 

potential multiplier effects and/pii*dlct linkage patter,fi4^" 

The economic ba'se study idintifies key economic activities of a community. 

'it begins by defining the commun i ty , sfnd then by dividing the local economy into 
segmepts, including firms- and individuals serving marl<ets outside the community 
an4 those servicing markets within, the conVTiunity/ Base studies deal with the 
demand side of the economy, or where the products are sold, as well as the 
supply side. To' determine local consumption, a multiplier process is used, 
taking into account increase In export plus local investment income and the 
propensity to consume locally. Several factors affect the propensity of con- 
sumers to spend locally, including community size, geographic location, and 
income. The larger and more isolated the community, the greater the local i n- 

■ ' 3 3 

come generated per dollar of local sales. 

Another framework for summarizing the economic activities of a region, is 
the input=output matrix. The matrix sums the flow from each industry and house- 
hold to every other household and industry. This is done by comparing and con- 
treisting employment In different industries and service areas. Because an 
employment' base Is.usedr Che input-output matrix is most useful I underS tand i ng 
short-run Impacts. The multiplier, then ^ a short-run concept that takes time 
tg work out to its full effects,''* 

McKt^an points out that nobfnf the intreases in income conHtitutu secondary 
benefits occurring in the 'region in wii i ch the project is locuted. So t :u u-, 
t.hi^ re^iion i . on,„e / n-' d . ()ro)oir ordin.irily uivo-, iMse lo .i n.M i -i ■ o 

lt'm'..lY even .ippe.nr to provide ,ln incn<afte to lliu sy.a.ein as u vvlio 1 e bu l ou s e Hie 
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Inputs are noleased through a long chaTn of adjustments and from widely dis* 
persed operations. Estimates of secondary benefits can give a somewhat accurate 
picture of local expansion but are inadmi^able in viewing the larger system.^^' 
The size of the region selected for "s^tudy also rais^ the problem of mea^ 
suring costs and benefits of effects not internalized. It is difficult to 
measure when markets are uneconomical and>the size of external costs and bene- 
fits are uncertain. The question arises if the dDSt^benefit valuation should 
be adjusted to allow for externa'l impacts. That can depend on the. cost 'of ac^ 
quiriVig i^nformation and the value of the m nforma t i on . ' P>4st and Turvey argue 
that externalities shoufd, be accounted for if they alter physical production 
possibilities or the satisfactions that consumers get from given resources. 
They should not be considered if the Only effect is price of products or fac- 
tors, F ^ ' ' 

rflshan says tAat sp 1 1 1 overs^^us t be internalized by transforming the In^ 
cidentai by-product l-nto a joint product. However , he acknowledges that many 
important envi ronnienta I spillovers cannot be internalized because a market can 
never be created for them. That is one of the major reasons the cost-benefit 
method is required to evaluate them. He adds that a cost benef i t ana 1 ys i s can^ 
not ignore any spillover effects, positive or negative, that are of social 
concern, "The e.^conomist gives an estimate based on independent economic prin^ 
ciples; not as a rationale for the political process,"-^ 

There are other factors not directly associated vvi th region size that also 
must be considered in a cost ^benefit analysis = One of these is dealing w i tJf 
bene f i t s cos t s wh i c h have no i mp I i c i t ma r ke t price. Th i s p r ob 1 em wn d i s - 
cussed earlier as a wc a k ne s s □ f the co s t = b e ne fit t e c h n i q ue . 
\ Co tit 5 and benefits which cannot bo (^uaiitified or placed tire often i:alk'd 

hitanqible, while those thai can be priced aiH* called tangible. We 1 sb I'ocr^^/iy s 

EKLC 



"what is tangible or intangible, measurable or nonmeasurabl e , is less than a 
matter of what is abstractly possible than it Is of what is pragmatically, and 
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at reasonable cost, feasible 

The term shadow price is used specifically to cover the "worth of intan- 
gible social benefits or losses that are either unpriced by the market or un- 
satisfactorily priced in genera 1 / ' The question of valuation depends on the 
relevant poj i 1 1 ca 1 constra I nts . ' ' , 

Choices about governpient expend I tures ,^ays McKean.'are group choices for 
which there is no ultimately correct preference function. Government Is guided 
by a complex mixture of rules, constraints and discretionary authority. Be= 
cause of the uncertainties It Is difficult to determine values of alternative 
outcomes. The role of prices, according, to McKean, Is to serve as appropriate 
substitution ratios #mong i/iputs, intermediate outputs, and end-items in the 
whole sequence of choices.^' 

Markets provide an enorrrous amount of information at a relatively low 
cost, even though the information is still short of being perfect. Imperfect 
markets pose profllems iti cost-benefit analyses because using substitute prices 
to account for imperfections can sometimes distort the final produc#. In addi- 
tion. In a mixed economy observed market prices do not indicate necessarily the 
appropriate substitution ratios. Shadow prices can be determined by using com- 
puter prograr«f(fng techniques, comparing similar market prices, or determining 
prices implied by Other government choices. Estimates of shadow prices for 
certain no'nmrN<ctud i tems would not command sufficient agreement to be worih^ 
while. McKenn ■uinqebLs, "For many of these nonmarketed effects 1 set' no better 
procedure than to Ichve the shadow price to the political process.""- 

Another factor that has a iiiisloadlng effect on shadow prices and t os i = 
.benefit .jnalyse-, as a whole is unemployment. For example, it complicates 
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prediction problems and intera£tion effects-'If no project is undertaken, prf- 
vate Investment fnay be reduted* Unemployment may also be oyerest Imat^d as a 
free resource; often projects stlmulite inflation nrore than deduce Inf lat.lon.^^ 

Excess supply at the current market price of any. input overstated the 
social cost of using that Input. If there ts genera V unemployment,* expendf tures 
on a projecti by creating a multiplier effect, will create additional real in- 
comes In the rest of the economy. This causes overstastement of social cpsts 
and und|res t ima tion of total benef I ts . 

McKeah ' argues against correcting employment costs for an excess of the ^ 

'r ~ ■' ' 

market price because: . - 

l) If carrection I^ made for project costs only, the relative 
social costs of project labor and of other inputs may be more 
purely estabilished than If no correction at all Is made; 2) 
Cor rect I ng' future cos ts requires establishing future unemplqy^ 
ment, which Is difficult to do; and 3) Impact depends not 
only on the expendi'ture Itself, but also upon the way It is 
financed. ^ 

Another factor which can affect the final outcome of a cost-benefit analy- 
sis even more significantly than unemployment Is selection of the interest or 
discount rate. The computation of present value requires using a discount rate 
to discount future income streams In ways that reflect the fact that future 
dollars have less value than pre^sent dollars. By making this adjustment, decl-^ 
si on makers can compare income benefits on the basis of the prpient value. 

-__The selection of the cU'^count rate can be difficult. Some researchers 
consider the rate of return on long-term federal bonds to be the appropriate 
rate to be applied to public investment decisions. Others use t he n ter na 1 - ra t e 
D r return on t he ne x t be s L a I t e r pd Live Invest inc n L . The s o 1 u c t i on o f l.ovv d i s ^ 
count rates will favor invastments whose benefi-ts ii re long-range, such as edu = 
cat i on . Web b s ug ge s t s t ha ti I owe r discount rate s can be u s ed f o r p u b 1 i c 
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■= - -^^'^ ' ■ ^ ^ ^ ^ ' - ^- • - .. . ■ 

/ 4 f)W#itm^j|^fec I s U to private decisions si nee society^has an i 

terest >h fiityra as wel T as^ present generitlons,/*^ * " ; ;.r,:> 

' In anV;,ft^i 1 l^rTuiTt^ a single 'rate of interest could be used beepuse>the . 
social rat«. of time prefewn^ei-and social rat€ of return of Investmeiil^;: would 
coincide. Howiver; iVother* factors are known to affect squi 1 Ibri um,^ such as 
= risk, a higher discount rate may be needed/ / ; - ; 

' Because each of the factors or problems discyssed abbve adds confusion or 
uncertai^i^ &o the p^^ess/ 'ft 'is- Impont^fit to consider iensi tivi ty^ testing*. 
The f I nap^produGt wM 1 h|ve more^val idl ty If the calculations of the most cru- 
cial f^^nts of the^;problem are" repeated undjr a .number of different assump- . 
tlons^^ McKean suggests that careful attenytfn be given to devising alterna-- 
tive courses of action to.be compared. | "SourTd'^modeli ^and criteria wi 11 not 
result in picking dut good policies If only poor ones are cons idered*"^^ 
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MEASURING COSTS' AND BENEFITS IN ;IDUCA110"N 

■ . ■ ■ - . ■ ■ ■ 'r t r ■■ 

Con t rover sie-s iurround the appUcatlQn of cdst-benef i t analysfs to public 

I ' . ' i ' I ' ' _ ^ ' ' _ ■ . . .... 

Investment decisions concei^nlng/ adueat Ion. Dlicrepancles arise from the ^deter- 

. ■ * ^ . . . , - . •:• / I 1 ; , ; y ^ .. .... « 

mfnation of the re4evant costs^and benefits. Critics point out that an economiG 

■. ' ^ ; . ' \ ^ ' ^ ^ ■ ■^- ■^ : ' - . . . ■ 

study does not Include the mrtre Intangible extefnal i t I es , such as crnc^e^sed op* 
portunlties or the transmissibn of cultural herrtaga. The difflQUUies asso- 



cjated with sutjictlve evaluations not^ need to preclude the application of 
the cost-benefit analysis tool to education. The appl icat Ion does not negate 
Indirect costs and benefits^ Bilt^ the Aechnlque can make It possible for educa- 
tion Investment deb Is Ions to be evaluated sfmilarly to other publ ic Investment 
projects, as as provide ''teducatlon..wItih comparative data for accountability 

^purposes* J'Cost-^benef 1 1 analysis releases education from; re 1 lance on the non- 
quantifiable data that.has limited .thd.presentatlon of Its case In the pastJ'5° 
. i Wilkenson notM that •the costif^; techniques are built on a base of present 
^cost'data and therefore depend on the ab 1 1 i ty' to describe "true" costs, . How- 
ever, education does not know how to precisely describe its output or the costs 
t^ produce .this output. Many stud i^s-Jseek or ^laim to describe the costs of^ . 

^education, but they lose all meaning for anything but a specific appl icat lon^to 

a speclfit Institution or .are too gener^t tio be of any real use.^l 

' " " • ■ - ■ - 

However, Blaug argues that educatjon falls uneasily between cost^benefit 

- ■ ■ " ^ ^ _ ' - ^ - 

analysN and cost^effectiveness analysis,. "Educational i ns 1 1 tut ions , whether 

'■ i. ■ ^ 

public or private, in one sense do 'sell' their output of services in ,a market, 

Jtha labor market, with the difference that payments accrue to the owners of ,,tha 

services and not to the producing units,"" Therefore, tKe earnings of educated 



people can, be Osed-aVv'pri ces to-evarifa|te the putpuf of eiducation. Blaug goes 
"on to say that '*^since educat ion evefywh^fe 'ft&f^aV.MK^^ pnly one of 

whUh li striptly vocational, both cost-benefit analysis an^ cost'-effectlveness. 
analysts are appropriate technl^^ues for evaluating education p^r^p^^Gt^^^ It 
ghbuld'be pointed that many educators "deny that the pursuits of education 

" . ■ ' . ' -'^i ' • ^ . ' ■ 

should be controlled by economic determinism. Career patterns are not always 
selected, to maximize income and the puriult of educatloh Is not necessarily 
geare.d^to profit, 

A^lthpugh the cost- benefit technique Is not Irv high regard by some . • ; 
econaRttSt^ as an investment tdbl^ Iti use an^ apRl Icat Ion as an education plan- 
ning tool has been well established. There also Is a need to compromise be- 
tween simplicity and compleKlty. Trade-offs favor simplicity whenever distor- 
tion of results can' be held to a minimum. — 

Two aconomie models are often used In eitimatlng the economic benefits 
and costs of higher education* The human capital models are used to estimate 
the benefits flowing from the affects' of educatloh In terms of the product i^ ty | 



of workers and the economic costs of , providing that education,, The economic 
impact analyses estimate the Impacts on communltiei derived from th^ operation 



of higher education institutions, 

-Human Capital Investments . . . . * 

V I ewjed^ as an .economic Investment in skills, college tralnlftg has been^ 

highly prof i tab^^e to Individuals and society^ and an Integral p^t of the j 

American dream of . success and the/. good life. Steps were rtakan J nj the fifties 
" / ^ ' ^ - ' ' 

and sixties to make college a reality for millions. The number of cojlege 

students tripled, and employment in higher education reached more than either 
the anjtomobile or steel i nd'us t r i es * 



Education Is, one way that people invfest in themselves. By paying some 
c^fets in tha present, ^they can generate greater returns In the future. ^'But Jf^ 
the phrasei .leducatfon rhvestment V Is to be more than a^metaphor. It ought to ^ 



be pbsifcBie to calculate rate^ of return on transforming preMnt into future - ^ 
income via edueat lohar I nvestment In oraer^to determine if it Is a pro^it^; 



able investment compare^ to alternat i ve i nv#s^t%nt opt ions , it Is necessary to 



compare the known stream of cos^s of educat lon^wl t^^^^^ expected stream of 



future earnings. That amounti to a cost-benefit analysis, treating the purchase 
of education as analogous to the purphaslrig of any capital asset. This par- 
"Vicular kind of cost-benefit analysis is usually referred, to as human capital 

investment. . ^ 

, As the term hufnan capital Implies, individuals have certain c^paciti^s or 
%kills of a cognitive, physIcrH-social , or psychological ^nature with which they 
earn a living. Higher edufcatibn, for example, J s capable of teaching person 
.:genaral faq±sj-the use of specific tools, and general problem-solving techniques 
It aLso can influence .a person's beliavi'br ■ by maljinj him more tol«rant''of dlver- 
s'rtyjbetter able t^tand stf-iss, often a better leader, and mentally more 
disciplined. W.l.t^ese aspects of cognitive and affective behavior could mak| 
-a person a more productive and effect^lye worker. / , 

IrfSensive Intereat In^the proposition that education js anMnvestment In 
human beings drj gl na ted w'iW^h Theodore Schul^ in 1960. Since then, there has 
been consid'e/Nble study and' much .cont|bversy^^^'B6u earnings 
are causal4v I'l nked . Onfe v ie^ U that^schbql I ng develops ski 1 1 s and cognitive 
abilities beyond the 1 evel s norma^ny achieved thcoughon=the-Job training, 
maklhg the school -tralne^^person more product ive.^ndj'ble a higher 

salary. Others argue that native ability and family background are more Im- 
portant, with schooling contributing only a relatively small increment to • ' 
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productivity. Ffnally, a third school of thought holds that a,_ successful aca- 

. ^ - ^- . ; ■ " . . • 

demic career serves primarily as a screening device foi^ employers , arfd that the 
'schoonng. contributes jittlB to an employee's productivity.^" - 

Wfbb, points out that there isjio question about the value of a literate, 
educated citizen n<^ wht^^^ for the' functioning of a democratic stafe. 

But there Is some uncertai;nty as to the value of Idditlonal years of schooling, 
such as commtinity college preparation. She says the pj.i ma fy Economic benefit 
of^educatlon to society that Justl fiably can be ^uarf|.^Jed^rncl udes increased 
national income assoclated^ifh education, i ncre&'»^';jMJ^^ jevenues generated 
from the increased Income, and the category of negative benefits associated with 
educat ton; 'vyhlth are gains from reduQed demands for socla l^gservi ces^ sucji as ^ 
welfare costr and cos tt; connected with crime that are attributable to inadequate 
education.61 » ^ 

While all these views have ^some valfdlty, the relevant issue for this 



discussion Is the prdcess of determini.ng whether or not higher rncomes are as 
sbciated wl th add! t ional years of scho^ing. Establ i shing the specifics, of a 
causll relationship, between education arid in'come continue /to nate the 
itlng^ in human capitaU iii4strtient^? ^ " " ^ - - / , , 



wr 



" Obviously,' fetors such as intal 1 igence * race, religion,^ ^ 

p^sbnal cont^qts^^ personal ^kppearance, phyalcil^^^^ . 
family background personal ity, wea I th , chance ^opportuhi-^ . 
ties, institutional prestige, and the demand and supply 
relatUnships qf ^e var^o^s occupational specialities 
are ^1 variables which are '.causally related to Income. 
Addljtion^l variables SMch^as work related experJ^cas, 
quality of education, and the Intensity of the sdtbollnc 
> ■ - Investment have been emphasized recently. An int^restlrig 
^ change in ^he tone of the ^Wterature. is that tha questj_^s 
- ; .are no longer directed toward the validity of Che human 

capital concept but are now concerned wj th how to deter^ 
mine its value,^^ ^ ^-^^^ ^ ^ y • . 

" Aft+ioug^ there Is some evidence to'suggest that many indlvrduals oyer- 

invasf in school Ing,^^ there is ample evidence'that there are earnings 



differentiali among "tla#.popu Vat It»n wliich are correla'ted wi th education. 
.Becker,.' % classic stlidy showed that all the'.«s\lmates indicate as.'^ry .substantial 
prlva^ gain to white mare college grajduates .*5 (|t should be remembired that 
these estimates are essential ly averages and not 'margina 1 rates of return; they, 

do not answer the question, should there be more or less investment in educa- _ 

' ' ■ V ^ -.'. {^^ ■ ■■ yr^. .^J^j_-^''- . - ^ 

tion.6fi) Wh'llW there may be some doubt as to whether "educati on , i s aAsOfficient 

condition for obtaining a higher paying Job, it does appear to be a necessary 

catalyst, at least , for the majority of the population. ; 

■ ' --..^ • 

- In othei'J^ds, we afe*;asifuming'that^^^ ■ < 

educatiorv only when the Job opportunrtiesrand the^a%soclated 

■ 1 ifetime .inc#e,rstrea^;tha^ • 
weigh the* value of the t Ime, and resoupdls '.that will Chave to „^ 

' be' invested, due allowance being made for the fact that in- , 

' ^me foregone in the present Is i^^orth more" .than ecjuivalent 

in^me accruing In the future , . . as if they were equal- > ; 

■ izlng rates of return on aM possible investment' options 
available to them.s? 

-I ' - 

The economics of education first became a legitimate source of eeonornic 
inquiry In.T. W. Schu 1 tz ' s pVes I dent ia 1 ^address to the American Etonomic Asso- 
ciation in i960 in which he Observed that human capital Inveastment Is - Im- 

i ' ■ ... . , : ■ . ■ j' ' '■ ' ' ' ' 

, portant aspect of ecfanor^+f^development . Until then, the doncept of^'""^" capi- 

,taf^ had.. been I gnored for. the^flfcst *part . 68 SchJitz'S theory grew >out of. h i s ;\ 

obs^rvitlorr that advances In technology cpuld not e^lain all of the^ gains lo ^ 

nproduttivlty. ^ In^his search h^ ''begari to see the role of the acqui red abi 1 1 ties 

of human agents as | major source of the unexplained gains in product i vl ty J'^^^ 

These aijlit^lM w#re not free, meaning that scarce resources were being alio- 

cated to acquire them* ^ ' 

Scliultz noted the omission of human capital In the ^economic growth models 

th'^at dominated the ecoRomic literature. This did not mean that human capital / 

■r 4 — ' ^ ■ jl • 

was cornpletely ignored. Several d I st i ngu i shed . economl s ts had looKed upon humans 
.ps icapi tal , ..such as Adam /Smith, Vl. vorl Thunen, and I r v 1 ng F i sher . Alfred 
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Marshall alluded to t^j^s idea in his |ff||ttim that: "'Knowledge is our most power- 
' ful engine of production. '''''0 Schultz advocates fen Inveftment approath . ap^^a ;/ ' 
necessity for thinki^nj' about economic grqwt>i< , I n thl s w^, the stock" of cipl^- 
tal Is augmented frt investment V 'and the^^^p services of the additional 

capital increase income, which is jhe essence of economic growth. This is ap- 
plied to the three traditional elements of produttl-on: labor, capital, and 
land. ' ' ' 

• ' ^ fn the past decade theje have been Important advances in e^Qnomlc think- ^ 
' \ng\i\th respect to investment in human captta^:^ ThH set of Investments is 
usually thought of In terffis of ^school i ng and higher educations on-'the-Job 
training, migration, health, and economic tfrformat lonf .Most of th# work, has ^ 
bean concentrated on thi first of this set'.^l March also suggests that economic 

1 1 terature has continued to make physical investmaht the principal factor *in 

' ^ ' - ' ' ( ' . i " ' ' ^ . * 

economic growth and to mi n Imi ze or- dj Regard tK¥ economic contribution of edu- 

^" cation in hif^n resources . ^ 

■ ^ At the*o<jtset Schultz found deal iTig wi^h land ^nd labor manageable, but^ 

^ capital ^o be ^naly t lcal^^y elu^fve/^ ^€ he \^rtt f4ir*her Into- t^te'^robleni^ he *w 

concluded tharfwhffther or not an economy is i n equ i 1 i br I urn, ' or whether its 

technology Is changing or constant, there Is a capi tal ^structure that consists. 

, of more than one form of capital. Traditidnal economists Ignoring this factor 

did not come to. grips wfth capital theory, Schultz calls, it. a disaster, the 

major i^akness. of classical theory, "^3 ' . . 

iconomists' have known a long :time th^t ^people are. an Jmportant^ part of 

the wealth of nations. But what they haVe-not examined is the simple truth" ; 

that people invest in themselves aqd that tlries% 1 nvestments are very^ larger 

^ ' ^- ^ . ■ ^ * ■ ' 

' Oni^reason *far this Is- that values and belie£s cannot see hupan beings as cspi- 
"' taj goods, except In slavery. Toltreat Humans as wealth th^t can be augmented 
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by .inveitment runs counted to Igng-held values* However, many paradoxes about 
a dynamic economy can be resolved onca human fnyeitment is taken into account. 



For sMampla^ national Income o.f Incriaiei faster than national resouraes. 
Income fh the U ."^^fias/been Increasing at a much higher rate than tHe combined 
amount of Tand, man-h6urs worke^, ,and the stock of capital used to produce the 
Income. One explartatlon' Is the large Improvemen,t fri the quaftty of Inputs that' 
have occurred, but have beea omitted fro^^^he Input estlmates;^^ ' 

\ This brings up the problem of how tt<S^ festabl 1 sh the magnl ti4de of human 



Investment. Schulti says it is poislb^e to use the practice fol lowed^ j n co^ 

- • \ \ ■ ^ • - 

nectionwith physical capital goods by estimating the mign^l tudQ.or cap! tal for- 
mation by expend i tures made to produce 'cf pi tal goods. In human capl tal ^ i^one j 
problem Is *immediate^ how to distinguish between e^pendj tur^s for cufreht con- 

alk of 



I sumption and"^ those for capkal forration, -Th/s then bfecomes; a' major ta 



anyone investigating human capital i nv^estment . 

^ Today human resources are seen by somfe to be the true basis, for the wealth 
^.^f nations^ as^^pposed to capital, income, and material resources. They argue _ 
^thit realistical)^ the weal 1th ^f Nations should be mealured by some quantifi- 
*ca t ion of ^ human resources i ng^. i nd ices reflecting minimization of pSpulation 



growth and improvement of the environment 
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Investment In people, makes It possible to create and adapt to technologl" 
cal progress. The benefits of education, for example, pan be categor I zed' as 

1) increases in production through income in the capacity of the labor force; 

2) increases in efficiency by reducing unnecessary costs and by reserving 
resources for the ^nhance/rient of . human productivity; and 3) increases In rhe^^ 
sociaf consciousness of the community so that living conditions are made batter b 
To quantify, the impact of human capital in area's such as 'educatiop^tl 1 1 remains 
an enigma. Three approac|ies have been used.' 



Flrst, a simple correlatfon is often made between some measure of educa- 
tlonal activUy Uriel an index of economic activity. For example, enrollment 
ratios have been correlated wl th' GNP pen capl tal .'' indicating a pos i tlvw rela- 
tionship. However,, this fatls to show cause an^ effect relationships. 

'Second, the residual approach assesses the total increase In the economic 
output of a country for a period of time, measuring the Impact of Ident i f lable 
Inputs -and then attributing the residual to unidentifiable inputs, the most 
Important of which l-s human^^ital. Although^ the data show substantial varia- 
tions in the residual, ecOnorfl^Uts agree that 'i^n vestment In education has a 
..vital .effect on the economic Wow th. However,^ the resldualls difficult to 
circumscribe because of the interplay between capl tal I nputS' and edu.catior>. 

The third approach ithe rate of return-wiethod) jontrasts* the future life-' 
time earnings of people of less education wjfh people of greater education at- 
tainment. . This often follows the cost-benefit analysis' whereby the costS' 
' aasociated with e^cation are estimated and deducted from t'he benefitSi leaving 
an estimate of t lie" economic value of education.. AlexandeV believes that the ; 
r^ate-of- return method above Is the most precise because 1 1 "not only analyzes 
economic benefits but also relates cpsts thereto*^^ 

.Rates of return are simple Ways to describe the value of a college edu- 
cation. To calculate a rate of return, It is necessary to know how much an 
education costs, how much the co>legfe educated earn compared to those wltho;ut 
a coUege education, and how much those future earnings are worth today ./^ 
the following section, problems or factors which must be taken into account in 
^determining costs anfl-. benef i ts will be discussed. . ^ 

The costs of education can 'be di4^i-ded: i nto two categor i es . First, there 

■ ' \ 

are' the direct costs incurred by direct eKpenditures for salaries, supplies, 
^capi tar outlays, etc. Then there are the indirect or opportunity costs that ^ 
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take the form of foregone student incomej foregone tax revenues, etc*.^^ Hansen 
and-Wei>^d ,say« real cost of higher education is the loss ;pf the goods 

and services, or leliuraV that must be given up to provide the fact that 
resoujree Inputs are used In higher education-"®^ Costs also have been referred/ 
to as eKplIcit, those costs which are In the form of a payment either In cash 
or In kind, or implicit, those costs In the form of a lost opportunity to use 
one's resources, I ncl udl ag time^ I n another way * ®^ ^ 

In addition to ^the d I rect costs listed by Webb, Becker Includes tu I tiofl, ^ 
fees, books, supplies, and unusual transportation and lodging expenses.®^ 
Hansen and Welsbrod note, however, that the total cost of at^yndlng cdllege Is 
far in excess of -any student charges. They go on^to say that the fraction of 
total costs^borna by studants and their famlUes Is far greater than the frac- 
tion borne by -taxpi^ars thnough state and local tax support,®^ 

- The main factor in the total cost of education Is the opportuni ty cost. 
Hishan says the opportunity cost of any factor Is the highest market value which 
can be produced In any enterprise that can make use of it currently-- ■ In this 
case, the primary opportunity cost is foregone tearnlngs. 

jSince obtaining college education requires the student to 
be present inlschool, one form of cost of higher education 
is — from the student's point of view — the Income that he . ^ 
could have earned were he to work ful 1- time rather than 
attend school ;*and from society's point of vi§w,:that fore= 
^ gone income reflects output that Is (at least temporarily) ^ 

not produced, by virtue of the potenttal labor resource 
^ ^ [ having been wi thdraw ^f rom the labor market. 



t is ^ti^up that the foregone 4aml^gs cost not out'o^^cket, but i t does 
impose a f i nanci a l^acr I f I ce , " part i eu lar 1 y on low income families. Becker notes 
that foregone earn I ngs often are a neglected cost of inveslpierit in human capftal. 
and'^shotfld be i:reated as indirect ou^tlays. This includes the\ I f ference between 
what could have been earned and what actually is earned, as wel)l as any valuj ' 
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pUced on foregone leisure. The amount foregone also depends both on tfie 
-*ber of ho'urs spent at: school work and the oppoHunities for part-time'and '. 
seasonal work,86 Hudson agreese,that from an ecpWmlc standpoint, the question 
of income foregone is particularly significant. He notes that the lossis re- 
captured in the long-run by the greater productivity of graduates, but. there 
are two major qua] if Icat Ions that ha suggeits regions take into account^ Flrs^tv 
future benefits have to be dlscpunted^ and the be^nef I t^coit ratio Is very sen- 
sitive to alternative assumptions #b6ut the proper social , discount rate. 
Second, the assumption that present InGOmes foregone in the community wIM be 
locally repaid by higher future incomes depends on the willingness of graduates 

to stay in the region * ' 

Witmer says opportunity costs of higher education seem to include fore- 
gone wages and the property taxes^ real estate would yield were it not devoted 
to a tax-free enterprise* 

On the other hand, the income taKes, students would contribute 
were they fully employed, the jncome taxes professors would. ^ 
contribute were they employed at salary levels typical of 
alterna^f employment open to them, contributions of college • 
and unlvlrslity spending to the local economy, the exemption 
of >iigher education Institutions from corporate income taxes, 
and other forgotten costs are usual ly. ignored 



There has been /some controversy about Including fore.gone Income as a cost 
component. Sohultz, Cohn, Blaug, and others feel that It should be included 
and that^a downward^ b i as In the estimate of education costs will be created if 
it is excluded. On the oth\^hand, others have not Included it because to do . 
so without including income forgone By housewives or voluntary workers or bene- 
fits received while being edjj,etted would open the gate to approximations which 

wduld take the concept of national income away from Its origin as an estimation, 

^ ■ , , . . \ 

of the' measurable flow Iff the economy. Webb suggests this latter rationale 

seems to be applicable to a consideration of the deletion of foregone Income in 
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the cost-benefft framework which Is concerned with sufattafftrve <^^^ 

data rather than v3gue\|pproxi mat ions..®® ' ■.V^v.^.. 

Schultz argues thjt earnings foregone fay students are well oyer half of 
the* real, costs of .tlCh|irnan capital formation of higher education. He expresses 
concern that these costs are often omitted In the planning and financing ap- 
proach to higher education^ By not Incl^uding the opportunity costs In the 
planning stage, they are effectively con|e^led. 9° Beclter cralms the dominance 
of foregone earnings and the relative unjmportahce of tuition can be vividly 
demonstrated with rate of return calculations. "Good economic reasons, as wei 
as lack of Information and motivation, hay prevent poorer high school graduates 
from attending even tuition-free colleges ."91 t 

Given that educattonns a necessary catalyst to reacjrl^^gher income, 
levels, measuring the difference In the average Income of people with different 
levels of education provides an estimate of the value of education. A 1972 
study fay the Census Bureau estimates that a college graduate earns $331,685= 
more duflng a lifetime than a h)gh schoql graduate. Kastner found the direct 
returns to Individuals who acquire a communjty college education represent an 
annual ly compounded interest rate of at least 5.6 percent for males and 5.88 

percent for femajes.^^ , 

AleKander points out that the economic value of education is dIstOFted by 
I'actors^" such as Intel 1 i gence, parent 's education, sex, race, etc. Researchers 
disagref^Mj; th some finding education to be a substant+al contrLbutor to higheF 
economic returns while others find It to be far less s.ignificant. The value , 
Of education is never negated,, but an element of uncertamty is introduced 
which cannot be accounted for.?^ ^ 

Weisbrod and Karpoff agree ti^t variables other^than educat long 1 . a tta i n- 
ment also contrlbut^to the observed differentials in average. earnings. One , 

■ ■ ■ . - . ■ i::.- ■ ' ■ . , " .1, ' 
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such vgriabU is innate ability. They argue, that the need to control for stu- 
dent ab.illty is clearly critical to avoid attributing to schooling the 'effects 
of other variables which are likely to be positively correlated with level of 
education.^5 ' , , f _ _ 

The Income differences between educational categories, according to Ray- 
mond and Sesnowitz, are likely to overstate the effect which education has on 
Income since those wl th more income are more apt to have greater ability. Much 
work^has been done recently In an attempt to separate the effects of education 
and ability on earnings, but no clear consensus has been reached. Empirical 
work Is hampered by a lack of data, by the interaction between the explanatory 
variables, and by the absence of a measure of ability independent of educati-on. 
Greater abil ity and motivation and higher socioeconomic status are all posi- 
tfvely correlated with educational attainment and with each other. Compounding 
the difficulty is the absence of a variable which incorporates, both quantity 

and quality of educatlon.^^ 

A study b^ Hause indicates that the net opportunity costs of people of 
high ability who aiquVre one or nrare college degrees relative to the actua> 
earnings profiles of high abl.1 i ty people leaving school after high school .grad= 
uation is not significant. Therefore, he found that the overstatement of rates 
of return to a college education due to an unders tatenfSnt of ability-related 
oppprtunii^costs not to be a ser ious source of bias In his early studies, 
^, Gr'i 1 iches >us^ a measure of ab 1 U ty in determining the long term returns for . 
"educational. inves.tment. He now f eel s- that add 1 ng an ability bias was somewhat 

' ■ ^ - ■ ' r - ■ . . . . , 

misdirected. 'iThere is no/good reason to expect the 'refUtiv^ ab i 1 i ty b i aS to 

■ J • ' - 

<Te constant across different samples or to generalize easily from.one study to 

anoc^^je'r jnd to the populatJon at 'large. "'^^^ , , 
■ ' " Becker points out that ecdnoroi,s'.ta'ttave, been aware that conventional 
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mtasures'of ability, while relevant at- times, do not rel iably measure'^the / 
talents required to succeed in the economic sphere. At least since Plgou, 
economists have '^r led to rec6nci le the sl<ewness in the distribution of earnings 
and Other, tricome with a presumed symmetrical distribution of abilities. How- 
ever, their arguments do not directly help eKplalo the skewness ' iri earnings. 

Becker goes on to say that "the true rate of return on education l*s , 
grossly overestimatedbecause persons differing in education also differ In many 
characteristics tJiat cause thel r incofnef to differ' systematl cal 1 y . 1 0° He : 
further suggests that. the available quantitatjve materials definitely show a 

■ ' < - ■ . • — 

positive relation between education and several measures of ability. But even 
after adjustment for differential ability, his studlesshow the private rate of 
/eturn to white male college graduates to be considerable, Using the Becker 
studies* Hansen and Welsbrod in their research of rates of rf.turn-to Car 
coriegeleraduate.s corrected fina-l earnings differentials by 25 percent. I'^ Tp 

-acc-ount for abl 11 ty different la 1 s, Raymond and. Sesnowl tz reduced the 
4rffereritid'l& between all education categories by both 15 and ZW^cent, 

'Webb- chose to def late'f.the estimate of a gross income d I fferential by 33 percent 

to account for the post ted abil i ty factor. lO'* Finally, In a study designed to 

determine" ttie ab II ity factor, Welsbrod fnd Karpoff estimated that about one 

fourth of thfc, di fference shown by census data between the mean' earnings of col- 

'» . ■ ' ■ * " ,' 

lege graduates and the mean earnings of high school graduates can be viewed as 

a return of the higher level of non-educational variables possessed by college 
graduates general ly* . 

Another factor that In recent years has been as slgnifioant as ability is 
:the^change in aemand: Difring niost of this century, more jobsMiaye been offered^ 
to colUge .trained workers , than there 3^ere graduates a'vailable to'^JJ 1 them; 
Demand for well-educated persons has risen since the thjrtjes because, of a shift 
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in government and business toward complicated mi 1 i tary hardware and systematic 

research. On the other hand, Becker says a growth in the relative number of 

htghKy educated persons would reduce rates of return on education. 1' 

For the earnings of college and high school graduates woufS 
decline relative to less-educated persons, an# thus absolute 
earning differentials between college and h i gh* schoor gradu- 
ates would decline even If percentage- d i ffereht lal s were un- 
changed. And a decljne in'absofute d Iffere.ntlals would 
lower the. rate of return from college unless costs declined 
by an equ^l arrount.^^^^ ^ ' ' • 

Miller found no significant deterioration in the relative value of edu- 
cation through I960: 
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The large relative increase in the supply of col l^ge- tra i ned 
workers did not adversely affect their relative income posi- 
tion. -On this basjs it Is concluded that the demand for more 
highly educated wonders has kept pace with the increased 
supply of si^ workers and, as a result/ their re la^tl,;va.; income 
posi tion^ ha&-"rWt changed. ' - 

■A later study by Miller also produced ei^^dence o'f. an enhancement of the value 
of education. Raymond and Sesnowltz also reported that after making a num- 
ber of revisions In the methodology employed by previous inj^esti gators , their 
resultk indicated that the Increased supply of coll ege-educated people during 
the 1960',s did not ca'use a significant reduction in the r^tes of return on a 
col Hge educ^t Ion. ^ ^ ^ 

Several economists estimated the rate of return for college students who 
graduated before 1970 to be between 10 and 12 percent. Baxter, however, sug-' 
gests that those who graduated after 19^70 may roceiva lower returns. He de- 
scribes the colleqe labor market in the early 1970's as "an over^enthus i as t ic 
celebrant on New Year's Day: it was hurting." 

Throuqiiout most of tfiis century, niore Jobs wure avalla^ble 
for col ItHje "(ji adua Les than there were college graduates who 
wanted thein. I fi ttie 70 ' s , the opposite has been. true. 
Co M eqe (.iraciuatos 1 ook I ny f o r wo rk in tfie 1 9 /O ^s werl^s^^ 
caught in a three-way squeeze: more people were graduC14if>q 
, tfian in the 60 ' s , a lai^n^'^ percentage of the graduates 



wanted to go to work rather than tontlnue their schooling 
and large numbers of students who had attended college In * 
the 1960's completed their postgraduate training. As a 
result of the surplus many college graduates were hired 
at salaries that did not keep pace withr inflation, some 
could find no Job at all and others were unable to find a 
' job usually given to college graduates . ^ 

' 'Freeman also notes the high rpte of return from the 30 ^ s through ' the 60' s. 
But he points out that times changed, and In 'the rriid-70's newspapers . began re- 
porting that graduates were having difficulty (n getting col lege^ 1 evel jobs. 
He raises the question about the s ignlf Icance of the^^doWnturn In the labor, 
market for college-educated people in the 70*s. Freeman^ demonstrates statis- 

tically that the major decline In the college market In the.^70's breaks sharply. 

^ ^' ■ - 

with previous historical patterns and^everely impacts new ent rants^ 1 n to .the 

labor market. The new reality for graduates of the 70's, he says, i s ^ 'f a 1 1 i ng' ( 

salaries, scarce job opportunities, and dwindling career prospects ^ ^ 

Several factors begin to explain the sharp decline in the labor market 

for col lege-educa ted .workers . Op the 'demahd side, the rel at I ye,; po^i t ion of , tha, 

highly educated was maM^tafned Jn the SO^S ^nd 60's by ]arge Increases In de- 

"^rnahd due to changes *|n the t/idustrial mix of jobs/ the growth of research, ap/d 

'development, and. th^^«. huge expansion of the educational se&tor; In the^O's, 

all of tK&se forc^s^ weakened or actually declined In comparison to^the re^t of 

the economy. Oh the .supply side, there ^as 1^1 tt le net I ncrease '4 n theVAumber 

of new college ^raduateslb'eekk9 work during the period of rapid growth dnd 

demand. Freeman est tes that ti^e rate return f^-/ the class, of '73 could 

be as low as 7.5 percent, still a better return than most savings banks, but €i 



lowci^ returfi thafi cfla^ offered by some 1 n ves tmen ts . ^ ^ 

The Carneqie Coniin i s s i on suygests that even if college graduates experi- 
ence an average tnte of return of 1 ^» percent for tfie invcstiiient In hiqfier uilu^ 
cati'on, which i^ higfily unlikely, about a tliird of them will do less v^e 1 I 
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financial ly than the most successful third of high school graduates. Not all 
the occupations that pay well require a col I ege educat Ion p and not all the oc- 
cupations that attract college graduates pay well. Electricians and police, 
oAicers^ earn more than teachers, librarians, and registered nurses. 

Long payoff peribds also effect t^e pte of return on atellege education. 

Some researchers have noted that the effects of education on income le\Aels may 

^ '5 



not be immediately felt when the college, trained individual enters the work 
force. !f the f ul 1 '^va 1 ue^ of an education Is not reflected In^ earnings until 

some/years after entering the labor force, this will require some adjustments . 
in the project-ion of the- future earnings curve. 

Becker notes^hat the long payoff period Increases the difficulty of^ an- 
ticipating the gain from college. Wh i 1 e^bus i ness i nvestmeo^s of ten pay off 
within five or ten years, the payoff from college takes mucK^ lorj^^er . ' He esti- 
mates that the u4iadjusted rate of return to a 19^9 graduate is about 13 percent; 
yet 10 years af^r graduation it would still be negative and after a full 15 



y^ars only abc^t 6 percent. A long payoff ^per 1 od increases risk along with low 
\ correlations between return by reducing the value of information available wheri 
1 nves t i ng . - - ' ^ = ' ■ s 

■ Closely associated with this are life cycle character i s t i cs wh 1 ch also ^af- 
fect the rate retuta^ Becker's studies show that incomes tend 'to be rela = 
tively low a t t he . beg f nn I ng of labor force pa r t i c 1 pa 1 1 rffii * rise throughout later 
agei until a cnniniun peak 15 reached In the to 5^ age^class, -and decline in 
thf^'^last aqe class Mo^.t Invpstments in human capital ral^e observed aerrnings 
.^at older aqc^V beij^^nusO' rt^tyrhs^ai^ part of earnmgs then, and lower tfienrat 
younger agus, bt;causo costs art' deducted from earnj.ngs at^tfi^f l i lue . ^ ^ Thj s ^ 

is significarU f^ecause vhv d i t I tM-tMico s at oldt^r ages are luit as iiupLUtarU . ^ 

■ 1 . -. ^ 

ttiose at youncjer ages due it) the d is counting [jroceduro. 
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^ . Becker also suggests that data should be corrected for mortality, growth, 
and tax^tiorf! A decrease in mortality would' by itself, he argues j ncrea'se 
rates of return* However, he also notes^that rortal I ty among White ^adults Is 
already so low that subseque'nt decreases could only Increase rates slightly* 
Raymond and^ Sesnowltz, on the other hand, argue that mortality adjustment has 

' virtually no Impact on the rates of return. Another factor is what effect^ 
additional education has on the probability that an individual will be on the ^ 
unem^plbyment and welfare rolls. According to a U. S. Department of Labor study, 
22 percent of the white. ma + e high school graduates aged 16 to 2$ In 1968- ex- 
perienced at least one. s pel 1 of unemployment between 1966 and 71968, Only 6 per- 
cent of the college graduates had experienced any unemployment . In October 
1972, however,, the unemployment rate for recent college graduates stood at 
11.7 percent, according to the Department of Labor, while the rate for high 
schoQi, graduates In the ^same age g^roup was 7^7. These high unempl oyment rates 

^ should not be confused with the ^ unemployment rates for all college gr^ad^ates, ^ 
In March 1972, the unemployment rate for college graduates was 3^1 percent, 
while the rate for high school graduates was 5^6,^-^ ^. 

Alexander says that even though the value of education as it relates to . 
work has been in question, its value^for employment Is readily apparent. The 
n)ore educated person In the job market receives preferential treatment from 
employers. Whether this is justified is somewhait irrelevant if the market place 
responds In this manner.^ Employees reem to feel that the educated worker has 
favorable external effects on other workers and ^on the firm in general. It may 
be (^o^^sible that too much educ^ p i on .may fbe^ ^i ne| f I c i en t to both ^the individual- 



i^and tK^ n^tate.^.,, Hoi^ever ,'^the e^^^ apparently still seeks to improve his 



future productivity by hiring more capable workers. Though rates of retiirn to 
education have declined during the first half of the century and leveled off^. 
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education, income, and employmene sti 1 1 seem to be positively related andjn-' 
terdependent.120 There are additional issues which will require some c<|nsidera- 
tion. From a commun I ty ' s ,S^tandpoi nt , migratmn results In a^ loss of human 
capital, but migration represents , no loss from the Individual's standpoint be- 
cause he takes his human capital, with him.121 Griliches also suggests that 
wage rates per hour or week>'should be used in ca Icul a^i n^ rates of.'^J'eturh be- ^ 

cause annuaT earnings confouHd market transactions with issues of 1 abor= 1 e i sure 

■I 

choice and the tiiore transitory effects of unemployment. Even that does not 
completel'y solve the problem. Jobs differ In fringe benefits, In conditions of 

1 22 

work and' in opportunities for training and advancement. - 

Despiiie the apparent drawbacks to ea.lculating rates of return of college 
education, valid estimates can be made when the factors discussed above are , 

taken into account. 

The social economic gain from education, the gain to society as opposed 
to individuals, differs from the private gain in costs and benefits. Total so- 
. cial costs, similarly to pr i va te cos ts , include both direct and indirect costs. 
Direct costs are obviously greater ^to society than to stude'n^ because some of. 
the expendl ture^^on students are paid out of public and pr i vate - subs 1 d i es . 
Low-cost state and local colleges use 'scarce resources and are not free to so. 
ciety. Indirect- costs are greater society only If the output of^ students. ^ 
foregone by soc I e t y. exueed the'earnlngs foregone by students, which hasbeen 
proven untrue. Direct social costs then are the sum of educational expenditurej 
by collpqcs and tfu. social cost of IjooHs and additional living expenses, 

' Both social andVr'ivate econoaiic returns^'rSm co I 1 ege,'wou 1 d differ ij a" 
colleye-yducatiofr.h.Kl d i ffert^nt c f fects on earnings and produc 1 1 v i i y . A stu = 
jynl usually is most interested in cictern, i n i ng the effect oS a colleqe educrftior 
on his oarninqs. However, society needs to determine educaiion's effect on 



national incomei Becker argues that social returns are larger than private 
returns because of the e^xternal economics produced by college educated people. ^^3 
Raymond and Sesnowitz have^est I mated social rates of return by adding to ^ 
cotts all sub$ldies, inchuamg capital costs, and removing the effect ^of taxes 
from both the benefit streams and the opportunity costs. They point out that 
the Ij.^ of benefits to society at-large produced by higher educatloiwas not 
incorporated Into the results. 'Their findings show that In aVl cases ttfe|socIal 
rates fall short of the corresponding private rates. '*The extra taxes paid by 
students after they leave school do not, therefore, offset the sum of the sub- 
sidles they receive and the taxes t|eY avoid while In school wHen all amounts 
are discounted by the private internal rate of return. L'^^^ 

/ Hansen calculates social costs from 1) school costs incurred by society, 
i.e., salari^, supplies, interest, and depreciation on capital; 2) opportunity 
costs incurred by Individuals, malnly^ income foregone during school "attendance; 
and 3) Inc/dental college-related costs Incurred by individuals^ such as booMs^ 
and travel. Devore and Scott point out a distinct difference B^ween bene- 

fits accruing to individuals and the benefits accruing to society. The indi- 
vidual benefits come from personal factors, such as socIaT prest ige and job 

da 

satisfaction as well as the more objective faotor of salary. Soc rpta T /benef 1 1 s 
can be iDore objectively measured since they relate to productivity increases, 

\ 

-Another way of lookipg at soci e tal^, be^ne f f t s It by estimatiPv^ the benefits 
in the form of future tax reiO^rns. These will flow directly from the estimates 
of income d i f f e ren 1 1 a 1 s found in the Individual human capital model by applying 
ma)^ginal tax rates to the income i^icVements and to the taxable components pi 
imputed, increments to wealth (i.e;. property taKes) which are a 1 1 r i bu tab 1 u to 
the additional yuars of schoo 1 i ng , . Tli i s will provide a way to cot^j^side^r the ex- 
tent to which t^B indi vidua,! beneficiaries of higher educ'ation repay the public 



subsidies they receive. A difficulty with th i s -approach 1 s tteat wh i 1 e^I t may — 

indicate the extent td which individuals pay thS'r subsidy ^ia taxes, it pro- 
vides little insight into the decision-making process of al locating current 
funds to education, ^'^^ " ^ 

•The calculation of the socFal 'rates by either methbd--f a i 1 s to' Include 
both external benefits accruing to society at large and nonpecuniafy benefits 
.accruing to the IndlvWual. Although the omitted items are difficult to mea- 
sure "there is no reason to believe that they wll \ always be I ns i gn i f I cant ." ^ ^ 8 
Hansen and Welsbrod argue that^soclety receives sev,era1 significant benefits 
from its' investmervt in higher educatipn. For example, higher education appears 
to make important contributions to the quality of citizen and community respon- 
sibility. It also provides access to a range of options and dpportun I t i es that 
miqht otherwise closed off to certain people. In addition, the. aggregate 
result of -Increased education may narrow the gulf in understanding between popu- 
lation groups. Another important benefit Is the reduced transfer payments ffer 
welfare, unemployment compensation, etc., which go heavily to the less educated. 
To the extent that these effects are positive and sizable, the rationale for 
public subsidies for h I gher ^ucat Ion I s^ s t r'eng thened . 1 2| 

In addition to the problems discussed above, there are factors which 
should be considered In calculating either a [Private or social rate of return 
on human cap'! tal . Prestonand Turvey, point out.^ for example, the problems of 
using- a current cross4ection analysitf.^to preduct a future time series. They 
also ask if incomes reflect marginal productivity sufficiently well to be used 
as a measure of social returns. ^^^^ RenShaw points to indirect evidence that 
peoplu with nxDre educdiion work longor hours and have a tendency to work harder- 
oncv liiry .]cl intu the Uil.cjr Un r He arguns that tho^iothnd bf cstimnrinc) 
rates of returvn impuKss to eyutcition mdny other factors of production which are 
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positively correli^ted with forfnf Weducat ion . ^ 31 Raymond and Sesnowitz agree 
that the, valoje placed upon a college degree In the job market Is not solely a 
function of the incraased groductlvity possessed by col 1 ege-educated people- 
The cdllege education^ they say, may serve partially as an ineKpensive screen- 
ing device for employers. Thus. ^sjpme portion of the higher income does not 
riflect higher productivity, but rather an artificial restriction in the supply 
of labor. This jitlon fot the Income differential, then, Is a transfer pay- 
ment instead of a social benefltp^32 

Miller also has found that estimates based on cohort analyses produce 
different results compared to those based on cros\-sect i on surveys . His studies 
show that the use of income ayerages by age based on the cross-section surveys^ 
produce lower values ttrin* would be obtained by the use of averages based on 
successive censuses. Weisbrod and Karpoff have even questioned the use of 

average returns. They point out that average returns mask variation In returns 
because^ of the diffefent ^allty of the college educa 1 1 on . ^ 

Becker, In addition, has dealt with^^ series of factors which can effect 
the rate of Return. FoT exampU, drop^^ts earn relatively little rrore than 
high school graduates but costs are also less for dropouts. His studies |how 
rates that are far from negligible and that indlc^e that some college is by 
no means an ecDnomic wa^te. He also notes thapabsolute Income differentials 
between college and high school graduates are substantially less for nonwhites 
than for whites. However, nonwhites do not necessarily yuin I ess < f rom' col 1 ege 
since both direct and i nd 1 rec t . cos ts are much lower. Similarly, absolute in= 
come d i f Feren t i a^ s are much smaller for female than male college graduates, 
but the rate of return may not be smaller because direct costs are somewhat 
I owe r and o p po r t u n i t y costs are mu 4h I ovve r f o r wo me n , • , T h e s a me e oinpa r I s o n c a n 
also.be made between rural and urban persons . ^ ~^ 
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Final iy, some education is purchased for consumption rather than invest- 



fnent reasons. In addition, not all the benefits of educatjon.'tccrue to the 
educated Individual alone; therefore, In calculating the yield of investment In 
education, the Investment component ftiust be isolated, the non=educatIonal Items 
eliminated, and the private benefits distinguished from the social ones.-^^ 

Raymond and Sesnowltz conclude that even the lowest rate of return exceeds 
the return which could be earned on a1 t^rnat i ve^iJthat are generally available to 

the i nd i V I dua 1 . - ^ ^ Weisbrod and Hansenp on ^he other hand, argue that higher 

* _ \ - 1 ^fl 

education Is a good deal less valuable than s cofrvnonly believed. ^° 

These differing opinions on the rate oj return should be considered within 

the framework of Schultz's concept of caprtal as entities that have the economic 

property of rendering future service of some value. The d4stinctive character^ 

Istic of human capital Is that it Is a part of man, and it is capital because 

it Is a source of future satisfaction, or of future earnings, or both. It is 

not a negotiable asset In the sense that it can be sold. It cannot be acquired 

as an asset purchased In a market but by Investing In oneself. Therefore, no ^ 

person can be separated from the human capital he possesses. Schultz says that 

although education 'Ms In some measure a consumption activity rendering satis^ 



faction to the par{son at the tiptie he obtains an education, it Is predominantly 
an investment activity undertaken . fo^r the purpose of acquiring capabilities that 
render future satisfactions or that enhance future earn I ngs - ^ ^ 

Economic benefrts found by ra t e^of ^ re t urn analyses, or any other economic 
too] currently In use, fall far short of an accurate determination of social land 
private benefits accrued from investing in education. Educationi however, still 
possesses formidable economic benefits, implying that Investing greater sums in . 
the development of human capital t;hrough education Is sound economic policy,^^*^ 
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.Economi c J mpac t Ana 1 ys'es 

The economic Impact of conegas can be looked on In 'long-range terms that 
suggest the economic worth of edycated Individuals, or by examining the Immedl'- 
ate effy/ct of the income and expenditures of an institution on the economy of 
an ar.ea,^^^ Cojilege and university faculties and students often dislike being 
reminded that tlie organization^ which they are a part is an economic entity , 
substantially concerned with obtaining and utilizing economi c resources * In 
the process of getting and spendingj colleges have a cholcej according, to 
Millett'. to behave as an economic endeavor producing and selling services or 
to behave as a pody pol i t i cj ob ta I n I ng resources from taxation and distributing 
these resources^as some pan^icular power structure may determi ne. 

Funds enter, the economy through the college from both Internal and ex- 
ternal sources. Internal sources include state and local appropr i at iorfe and. 
other funds from state and local treasuries. External funds include o/tside 
grants, contracts , snd other out-of-state funds frbm sources such as the fed= 
era 1 government and benefactors. Funds are also received from the community 
through student fees and tuition and general community support. The funds are 
clrcujated through the economy by expenditures of the college for salaries, 
purchase of ^mater i a 1 s , and capital building Improvement, It is through this 
circulation of funds that the College generates its economic Impact. 

Caffrey and Isaacs say that the main question an impact study attempts to 
answer is: "Does the cost of having a college or university nearby "lor In the 
cotnmunity's midst outweigh the revenue gained thereby ?" ^ Lyall and Stough 

II 

in their study of the impact of Thfe Johns Hopkins University In Baltimore cited 
two purposes for the study: 

]) To reveal to the local community the ways and extent to 
which one of its major not-for-profit Institutions contrib^ 
utes substantially to the local economic base, and 2) to 



reveal to the University points at which certain of its 
activities, ^perhaps thought to be purely Internal matters, 
affect the community In direct and measurable ways*^**^ 

A study of the Harrisburg Area Conmunity Collage afid attempted to claNfy sfg* 
nif leant aspects of the economic rel itionsh ips .between the college and the local 
community and to present quantitative information regarding such relatlonihips,^^® 
Most researchers have conclud^ that no single figure tells the story or answers' 
all the questlonii There are many kinds of economic impacts ^ and they cannot 
simply be added up to ^ne meaningful red or black sum* 

The economic impac^ analysis is actually a series of linear cash-flow 
formulas ^Ich include only' what can be readily cQanted, The models attempt to 
Identify who is spend mgj how much is spent, what Is being bought, and where 
spending Is being done* They do not show political, social , or aesthetic im- 
pacts or the effects upon the community of the col lege -s human resources* They 
do measure dollar outlay and provide simple Indicators for planning*^^^ 

. It also should be noted that there Is a >short^run and long-run economic 
Impact. The product of education, which Is most relevant to educators , may have 
the greatest economic Impact In the long-run. 

On the other hand, the expenditures related to a college are 
usually most relevant on a short-run basis unless there Is a 
long-term building plan and/or expansion In enrollments* In 
sum^, the product appears rrost relevant on the long-run and 
the expenditures on the short-run. 

Most of the effects considered In an economic Impact analyses are current and 

short range* They are not concerned with the ultimate Impact of the college 

*^3pon the communityi and they^^-dp not consider what a commun i ty mi ght have been 

like without the college. App U cab 1 e po 1 i cy questions might be, for example, 

whether to expand college service or whether to rent or buy property , ^ Hudson 

points out that backward linkages of expend I tures ^ therefore, represent a very 

considerable potential impact of the college on the local region. "That Is 

I - , ' V. 
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particularly so In the short ruh, because ^a college's provision of Jobs has im- 
mediate effects on i ncome whereas the income-generating effects of knowledge 
^ and human capital formation are stretched out in smaller amounts over the, full 
lifetime of these resources J'^ ^ 

One of the problems associated with economic impact analyses is determina 

- - - -J ■ 

tion of the multiplier effect. In the genfral discussion of cost'-benef 1 1 

analysis* the multiplier was^^ i scussed , especially as It relates to region size 
The purpose ^ a multiplier is to reflect in the estimated impact of an initial 
expend I tur^the second thi rd, and higher order effects resulting from the frac 
tlon of each initial dollar passing Into the hands of local businesses and, in* 
dividuals who respend, partly on local goods and services and partly on items 
originating outside the area. The final impact of the initial expenditure will 
be some multiple varying directly in size with the respendlng fraction and In^ 
versely with the amount of leafoge from the first spending cycle. The mul^ 
tiplier Is developed through an analysis of the consumer-bus i ness^consumer re- 
cycling process, which is associated with that increase in Income, with due 

allowahce made for the passage of time usually t^en for convenience to Se one 

IS? 
, year . * 

The total gain In local income depends primarily on how much of the re-- 
spending is absorbed by local suppliers as opposed to the amount- that leaks out 
of the region to business on the outside. The smaller and les^sel f-sujf f icient 
the region, the larger the portion of respendlng that leaks out and the smaller 
the multiplier effect of the Original investment. The larger the region, the 
greater is the total cycle of respendlng recaptured by the region^ and the large 
the multiplier. It should be pointed out that multiplier effects are genera ted 
only by exogenous investrnr- or spending that does not withdraw resources from 
alternative uses in the region. Therefore, education paid for out of local 
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monies will not ipcur multiplier i^^ects* In the same way, investment in a 
regional collage cannot be valued for Its multiplier effects If this educational 
respending displaces other forms of external Investmsnt that would have created 
-as much employment, Increases In prod'ucti vi ty, higher Jncomes, and equally 
large multiplier effects. ^53 

Models deve loped by Caffrey in'd Isaacs, employ four coefficients which are 
described as multipliers, althoiigh they are actually local marginal or average 
propensities to spend locally. Jhe coefficients were intended to include con= 
ven t ional mul t i,pl i er effects' by vi/tue of being applied to secondary expenditure 
-totals. A similar study of the Harrisburg Area Communi ty College impacts 

found the 1.9 multlpliar |derlved by Caffrey and Isaacs to be too high. Based 

on data from the loca T economy , Harrisburg researehers eame up with a figure of 

I 

1.45.1^'^ Moore and Sufrln, using an i nter- reg i ona I trade multiplier based on 
the minimum requirements approach of economic base analysis, calculated an In= 
crease In ineome of $2.38 for every dollar spent. Ullman and Dacey found 
the minimum requirements method could be used to separate approximately basic 
or export activities from non^bastc or Internal acti vi tl'es. * Usfng this method 
resulted in internal or service ratios of K5 for San Francisco and 1.4 for 
St . Loui s . ^ 

The results of studies employing techniques of economic Impact analysis 
have genera 1 I y found that nonprofit, nontaxed [nstltutlons have a capacity to 
generate employment and millions of dollars in personal income through what is 
in effect interregional trade. In addition, the subsequent expenditure of that 
Income In the local economy can make'^n important contribution to economic 
growth. ^ '^^ The findings of a study of\ Virginia community colleges demonstrated 
thai, hiijfiijr eduucjtion i fis L 1 t u t i ons givi more to t he commun 1 1 1 es than they take: 
Thi! businei^t; volume genera.ted by the presence of the community college system 
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exceeded^ the s tate * appropr i a t fon& for the system by 142 percent for the eight- , 
year period of the study, ^59 study glso pointed out that economic growth 

Is./an ejected return of education investment* Virginia's investment In higher 



education increased almost 200 pencent between 1963 and 1973 with the community 
col 1 eges account i ng for a si gn 1 f I cant proport i on of that I ncrease * ^ 

The economic impact study at the Harrisburg Area Community College was 
analyzed in two^parts, the impact qn/puslness and the impact on local govepn= 

I J ' - 

ment* In the former , a'fter account rng^^or the negative Impact of taxes, the- 
operation of the^college contributed from $2 to $^*5 million annually to the 
cash flow of the local economy, (The total operating budget of the collage was 
$3*8 million for the year on which the estimate was based.) Although It Isy 
difficult to determine a college's total Impact on local governmentj the net 
Impa^ct will usually be positive. One factor that affected a positive impact 

i 

was that almost 50 percent of the revenues for the college's operating budget " 
i came from nonlocal sources, 

the Johns Hopl<ins Untversityj though nonprofit, was^ found to rival a num^ 
ber of Baltimore's major local businesses In total volume of local business ex= 
penditures. Total direct and rndirect expenditures attributable to the Hopkins 
^ In 1972^73 were more than $137 million. In addition, although the University 
operates under tax-exempt status, it is still responsible either directly or 
indirectly for sizable cash payments to Balp^f^ri. However, It was not surprise 
ing to find that a tax-exempt institution, many of whose outputs are supplied 
free to the communi.ty, receives more In services from the city than^^it c^ntrib'^ 
utes in taxes. The tax-exempt status perhaps rq.cognizes contributions of those 
LI n p a i cl services t o t h e c ommu n i t y , ^ ^" " 

A s i rn i 1 l) r study at: the University of Rhode Island indicates that the j n = 
stitution has both positive and negative economic impacts on the locaKarea^ 
and state. The results further indicate tha^ the impacts are s ubs tan 1 1 a 1 V f br 

I : . ' 



'aKamplap It gantrates about $81 million of|^buslness In the s^te and $31 mil- . 
lion In the loc«l apaa*^^^ Another study of higher education Institutions In 
North Dakota found thai ^or ea^h dollar the state appropr^atad to..hlgher edu- 
cation^ the colleges and unlvarsltles returned $2,10 to tha economy of North 
Dakota, and ^tftat tota 1 cpllege-related spending provlc^ the state with 10,000 
additional Jobs,.^^H Gamber*s study shows that St* Cloud Stata Unl varsity con-- 
tinuas to ba a major source of Income for tha St, Cloud, Minnesota araa econo-* 
my. It astlmates that unl versl ty-relatad spandlhg In the St, Cloud area In 1975 
arnounted to mora than .|J7 milllAn with an ultimata affect on tha. St. Cloud area 
economy of nearly $59 million, A report concerned with the contrlbutlbn 
which education as an Industry makes to the economy of Western Maryland shows 
that education had a net impacti^dn the economy of $62 million during the 1975^ 
76 fiscal year*^®® .4/ . . 

FrqTi these studies, It I#ap^arent that by its presence the college tan 
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generate H cons iderabie dol lar^volume of spanding, it can create Jobs, and it 

can add stab! 1 i ty * What the studies neglect to say, howeve,r, is anything ^ 

about the side effects, such as noi se, congest loOi cultural benefi ts, or at- 

» 

"traction of residents and industry to the area. In addition, they do not com- 
pare the college with other pr imary i ndustr les In the area. Communities ques^. 

/tlon-Ing the burdens of a college may prefer manufacturing, retirement communis 
tleSi tourist business, or other industry, 



However: ^ 

Measuring a college's economic accountability is useful 
primarily when doing so provides a frame of reference in 
which to evaluate the college on other more important 
' criteria. For examples jf a^coilege has a sizable nega*^ 
1 1 ve imj^act on its local ecori^y, its presence may not 
Be justifJedj even if it places all of Its graduates In 
local industry/ On^ the, other hand^ if a college has 
tremendous positive impact on the /local economy * . , the 
community may accept a situation in which 90 percent of 



I the graduates go outside the local area or even outside 
1 the^state for employmantt - 

Dobesh and Henry also point out several eeonomlQ benefits to the understanding 

of the Immediate economic Impact! of higher education* First > the study can 

Improve conmjnity- Institution rflatloni by reveairng the inter^relat lonihlps 

the area and col lege share. Local polltloal leaders can be mstfe' more aware of 

the tax burden and tax revenue benefits that the college generates. Faculty 

and staff can be made more aware of their Immediate contribution to the commu' 

nity and state* And f I nal ly ^ 'itate political leaders and and the general state 

population can see that the outlay of funds In support of higher education does 

not disappear; ratheri the schools return to the economy more than the state 

Invests, ^ ^ ' 

Distribution Effects 



Society, says Weisbrodj to mak& i ntel 1 Igent expendi ture declslont needi 
to te Involved not only" on the al locative efficiency of i ts expendi tures, but 
also on the distributive effects which constitute another dimension of a proj- 
ect's impact. Others say that pecuniary effec^s^-can be dealt with separately 
in the real world by overcoming unwanted side effects through taxes and subs I-, 
dies* He pofnts out^ however^ that red I strl but i ve sums are not additive to real 
Income. ' " 

Recognition of pdssible external efffects from higher ^^cat fon J^^^^ery 

Important because of its implications of the costs that should be borne by stu- 

dents and their parents, and costs that should be borne by the public* 

/ Society's efforts cope with policy for financing higher. ' 
education have been stop-gap In naturer^wlth no res^utlon 
. of the basic Issue as to who should pay. The provision of 
public funds has been influenced by the customary view that 
higher education is a good thing, so that whatever . resources 
are required should be provided within reaion, Increasiligly 
however^ ^peojile are inquiring as to the nature and magnitude 
of the benefits provided by higher education. 
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Economists often tend to answer questions dealing with efficiency, while 
.^actual deciilons reflsct answers to dtstributfon questions. '^As a rasultp - 
economists are oftsn disappointed that their advlee carries little wtlght» and 
deeislon makers are disappointed that economists do not provide more .Qomplete 
advlcs.*'^^^^ Walibrod suggesti that economists supplement estlniates of the 
total costs and benefits of a project with Indications of how those totals are 
divided among the population. Mi shan agrees there Is^^more to showing a positive 
c6st"benef i tanalysls; It is also necessary that the resul ting dtstrlbut Ions 
are not regressive and no gross Inequities ac^ perpetrated , 

Schultz suggests that the expansion of education and the additional earn^ 
ngs from this form of human capital have^^ probably been a major factor. In . 
changing the distribution of personal income. The dl fference In the capacity 
of Individuals to benefit from investment In education probably remains un- 
changed for the population as a whole, but the dlitrlbution of this capacity of 
those attending college changes as the proportion of people of particular age 
classes attending college increases. He goes on to say that al though hi gher . 
education appears to Ise far from neutral In Its effects on the distribution of 
personal income^ very little is really known about these effects, * ^ 

Hansen and Weisbrod argue that the total costs as well as students' costs 
are not closely related to family income, Therefore,, the level of costs poses 
a substantially greater financial barrier to low income students. Their studies 
in California also indicate that th^ dufrent method of financing public higher 
education leads to a sizable redistribution of Income from lower to higher in^ 



come , 



The paradox of the situation is thit thpse who tenefit most 
f rom thQ publ ic higher education system are, in general, 
those least in need of help in paying for what they receive, 
But ty virtue of the structure of Callfbrnia siite and local 
taxes and the long-standing policy of below-cost pricing, * 



there iV preVently no effeetive MPVlce f^^^ / 
of 4 financial Lsts of higher eduction rem those who • 
benefit little.or are least able to pay to those who , ^ 

derive the most dl reet monetary benefits or who are most ^ . . > 
.able to pay.^^® 

^Psch.an and Sharkansky emphasUe that the final work as to the redistributional 
effect of all government programs o^nnot be written on the basis of a study of 
any one publU service.^") m a simi lar study In New Jersey resul t, Indleate 
that Income is redistributed from thj^e fami 1 les with Incomes between $5,000^ 
and $15,000 to families earnjng above $15.^0 and below $5,000,178 

Freeman also explares the notion that publU spending on higher education 
redistributes income from poor to wealthy individuals and families. He argues r 
that there is no serious case for subsidizing higher education to obtain social 
benefits. He postulates that subsidUing education Is no great step towards 
more equal Income d,i stribution. 
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CONCLUSION 

■ . . ■ y ' ' . . . ■ 

Even though th^re are flaws in eost-'bahef 1 1 anlHysli, ''to thjni? s|s 
caHy about the aosts and gain from alternative poneles Is surely more semi ble 
than to rely on haphazard thought or Intuition*'-^®® In addttionp when there 4i 
a wlde^dlsagreement* It is # good framework to organise evidence and Intuition. 
' Local eltlierii too often only see the college as a loss of tax revenues 

•i 

and extra costs and nulsancei. On the other hand, the academic officials are 
inclined to dwell on economic^ culturalp and recreation contributions and the 
visibility a^n institution brings a con^unlty. Both arguments are not worth very 
much until the facts and figures are l<nown*-®^ . 

However/ col leges are not banks; they do not propose to make/money for 
investors. They do try to enlarge a studint's Worjd, to add ne^ people^ new 
pleasures, and new ideast Careful addition, in short, allows the determination 
of the costs of a college education^ but even the most accurate estimates and 
projections of economi c impacts * salaries, fringe benefits, and employment levels 
cannot reveal Its tota V val ue. 
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